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THE PRICING OF HIGHWAY SERVICES 


JAMES M. BUCHANAN * 


* oven iden congestion on the nation’s 
highways and streets has come to be 
recognized as a major social problem in 
recent years. The recommended solu- 
tions usually take the form of expan- 
sion and reconstruction of the highway 
system, all of which involve consider- 
able additional investment of resources 
in highways and streets. Such solutions 
are necessarily long run ones, and pose 
extremely difficult problems of imple- 
mentation. Even if fully accepted by 
highway planning agencies and by state 
and local governmental bodies, these 
proposals provide no relief within the 
immediate future. Relatively little at- 
tention has been given to the policy 
alternative which will tend to eliminate 
the most obvious of the congestion evils 
both in the short and the long run, 
namely, that of operating the road and 


* The author is professor of economics at Florida 
State University. He is indebted to the following 
for helpful comments and suggestions: Clark L. Allen 
and Marshall R. Colberg, Florida State University; 
Lincoln Clark, New York University; James H. 
Thompson, West Virginia University; and Charles 
P. White, University of Tennessee. 
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street system we now possess in a more 
efficient manner. Traffic congestion 
may be reduced by expanding the 
amount of effective highway surface 
relative to the number of vehicles. 
Both highway surface and the number 
of vehicles are variables subject to pub- 
lic control. The second of these has 
been almost entirely overlooked in both 
popular and academic discussion. 

It is especially important that policy 
considerations take into account some 
regulation of the number of vehicles at 
this time. During the current period 
of defense mobilization, alternate needs 
for resources may be given priority over 
highway needs, thereby precluding any 
sizable expansion of the highway sys- 
tem. In addition, the reduction of con- 
gestion by road expansion can never 
represent an adequate solution in major 
urban centers. Our cities were simply 
not built to accommodate motor vehicle 
traffic of the magnitude now existing, 
and it is inconceivable to think of re- 
constructing them for this purpose. 
Expressways, limited access, elevated 
roads, etc. can help, but, in the main, 
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the amount of street expansion is 
limited. Here the primary variable be- 
comes the number of vehicles. A third 
reason that emphasis on this variable 
assumes importance is that congestion is 
essentially a peak-load problem. The 
existing facilities are more than ade- 
quate in off-peak periods. 


If traffic congestion does represent an 
excessive social cost, so that some limi- 
tation of the number of vehicles is con- 
sidered desirable, essentially two means 
are available by which this may be ac- 
complished. First, governmental units 
may directly ration the available high- 
way and street facilities among users by 
outright prohibition of some types of 
vehicles and the imposition of limita- 
tions upon other types. Although 
there is some argument for a limited 
use of this method, a second and more 
appropriate and effective means of lim- 
iting the number of vehicles lies in the 
utilization of the rationing device of 
the free economy, namely price. This 
paper considers the pricing of the na- 
tion’s highways and streets primarily 
in terms of properly rationing the avail- 
able facilities among potential users. 


Highway services are not free. User 
taxes have been recognized as “ prices ” 
charged for the use of roads and streets. 
The pricing function of user taxes gen- 
erally discussed, however, has been that 
of setting up some criteria of invest- 
ment. The corollary function of 
highway prices in limiting the demand 
for highway services has never been 


1See, for example, James C. Nelson, ‘“ Investment 
Conditions in Highways” (mimeographed), p. 17. 
Paper delivered at the meetings of the Pacific Coast 
Economic Association, December 28-30, 1950; Shorey 
Peterson, ‘“‘ The Highway from the Point of View of 
the Economist,” Highways in Our National Life, ed. 
Jean Labatut and Wheaton J. Lane (Princeton: 
Princeton University Press, 1950), pp. 190-200. 
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considered adequately. This may be at- 
tributed to the fact that highway user 
taxes as “prices” have seldom been 
made distinct from highway user taxes 
as “taxes.” Such taxation has long 
been recognized as an appropriate part 
of the combined national and local tax 
structure. This is the one area in which 
taxation on the principle of benefit re- 
ceived has been almost universally ac- 
cepted. The major differences of opin- 
ion concerning highway user taxes have 
been centered around the problem of 
allocating total benefits among high- 
way users of different types and be- 
tween highway users and other bene- 
ficiaries. This concentration on the 
allocation of benefits and thus the 
equitable means of distributing total 
highway costs has all but obscured the 
far more important problem of adjust- 
ing user charges in order to promote an 
optimum utilization of an_ existing 
highway system.” The revenue-pro- 
ducing function of user taxes becomes 
secondary in this approach, and “ equi- 
table” rates of tax are less significant 
than economically “ correct ” prices. 


2 There are some partial exceptions in which an 
economic approach is taken to highway problems. 
In addition to the two articles cited above, see 
Shorey Peterson, ‘“‘ Highway Policy on a Commercial 
Basis,” Quarterly Journal of Economics, XLVI 
(1932), pp. 417-443; E. D. Allen, ‘The Theory 
of Highway Costs and Their Allocation,” Journal of 
Land and Public Utility Economics, XV (1939), pp. 
269-276, 404-415; James C. Nelson, “Highway De- 
velopment, the Railroads and National Transport 
Policy,” American Economic Review, XLI (May 
1951), pp. 495-505. Other and more general works 
which include some discussion of these aspects are: 
E. D. Allen and O. H. Brownlee, Economics of 
Public Finance (New York: Prentice-Hall, 1947), 
Ch. XVIII; R. W. Lindholm, Public Finance and 
Fiscal Policy (New York: Pitman and Co., 1950), p. 
470f; Hugh Dalton, Principles of Public Finance, 
3d ed. (London: Routledge and Kegan Paul, 1949), 
p. 181; W. J. Schultz and Lowell C. Harriss, Ameri- 
can Public Finance (New York: Prentice-Hall, 
1949), p. $55. 
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The Highway System as a Public 
Enter prise 


The highway function of govern- 
ment has not been made clearly distinct 
in form from the other more general 
functions.* For most governmental 
services, it is not necessary that a price 
be charged beneficiaries except in so far 
as benefit payment for the costs of the 
undertaking is justified. With high- 
ways, however, the fact that benefit 
payments are generally accepted as 
equitable has obscured alternate needs 
for highway prices. Prices would be 
required even if the benefit principle of 
financing costs were held to be com- 
pletely inapplicable.* A necessary con- 
dition for the placing of a price on 
public services is that particular units 
of the service can be isolated and im- 
puted to specific users; but this is not a 
sufficient condition. Free provision of 
the service must result in an uneco- 
nomic use of the service if a price is to 
be fully justified; the criterion is the 
elasticity of demand for the service.” 
If people, individually and collectively, 
will utilize approximately the same 
amount of highway services at a zero 
price as they will at a price which 
covers the marginal social costs of pro- 
viding the services, then there is little 


3 This point is discussed by Peterson, “ The High- 
way from the Point of View of the Economist,” op. 
cit. 


4 The provision of public medical care seems a good 
example here. It might be decided that a system of 
public medical care should not be financed on the 
benefit principle. In spite of this, a “ price” to 
direct beneficiaries might be necessary to prevent 
tremendous wastage of economic resources. 


5A. C. Pigou, A Study in Public Finance, 3d. 
(rev.) ed. (London: Macmillan and Co., 1949), p. 
25. 
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economic justification for prices as ra- 
tioning devices. But this is evidently 
not the case; the elasticity of demand 
for highway services is considerably 
above zero over any such range. 

If prices are not set at high enough 
levels, an excessive utilization of the 
available facilities will result. But the 
highway plant does not fit any of the 
familiar economic models for public 
enterprises. Highway services are not 
made available to users in discrete units. 
Although the road system may be con- 
sidered a physical plant embodying a 
certain investment of resources, its out- 
put is independently indeterminate. 
The output of highway services is de- 
termined by the demand for such serv- 
ices, and in this rough sense supply is 
always adjusted to demand. Therefore, 
if the prices are set too low, no shortage 
will result such as would be the case if 
electricity rates were set too low. No 
demanders are left out of the market 
completely, or are prevented from get- 
ting as much as they desire. Conversely, 
if prices are set too high, no surplus 
disposal problem appears to exist either. 
Variations occur in the quality of the 
highway services made available rather 
than in the number of units of a given 
quality of service. Congestion prevents 
no motorist from traveling; it merely 
causes the units of highway service 
which he receives to be of an inferior 
quality. If the price is set too low, this 
will be indicated by an excessive de- 
terioration in the quality of highway 
services made available to all motorists. 

Highways and motor vehicles are 
highly complementary products, and 
the social productivity of resources de- 
voted to the production of each is 
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primarily determined by the supply of 
the other. An excessive demand for 
highway services implies excessive in- 
vestment of resources in highway utili- 
zation. This plethora of motor vehicles 
in turn makes additional investment in 
highway construction appear extremely 
productive. In more technical terms, 
it seems likely that the marginal social 
product of resources invested in high- 
way utilization is lower than that of 
like resource units in alternative em- 
ployments. This is due to the fact that 
the marginal product of such resources 
to private owners is greater than the 
marginal product to society as a whole.® 
The progressive deterioration in quality 
of highway service as congestion in- 
creases does not impinge directly upon 
the marginal user. Rather it is pri- 
marily a “spillover” cost represented 
in poorer service provided all users. An 
appropriate schedule of prices would 
tend to equalize resource returns at the 
margin. From this point of view, the 
primary purpose of prices is one of re- 
stricting demand, and has no specific 
connection with the financing of the 
public enterprise." Problems of “ pub- 
lic” financing only arise if this ap- 
propriately set system of user prices 
fails to cover the total costs of con- 
struction and maintenance.® Only in 
this case should tax financing be con- 
sidered. 


Criteria for Efficient Operation 


For any type of highway service, the 
“correct” price is the demand price 
which is equal to the marginal social 


6 Cf., Frank H. Knight, “ Fallacies in the Inter- 
pretation of Social Costs,” The Ethics of Competi- 
tion (London: Allen and Unwin, 1935), p. 219f. 


7Cf., Knut Wicksell, Finanztheoretische Unter- 
suchungen (Jena: Gustav Fischer, 1896), p. 136. 


8 Peterson, loc. cit., p. 198. 


cost incurred in providing a unit of 
that type service. This cost is made up 
of two major components: first, direct 
physical resources which are used up, or 
more correctly, alternative products 
which could have been produced by 
these resources, and second, the addj- 
tional burdens or costs that are imposed 
on other users in terms of reduced 
operating efficiency. The latter indi- 
rect or spillover costs have seldom been 
taken into account due to a concentra 
tion on direct costs. Proposals which 
have been made to include charges for 
“ differential road occupancy ”® par. 
tially take these indirect costs into ac- 
count, but these are generally confined 
to differences in vehicle type. Full 
recognition of these spillover costs must 
include consideration of differences in 
traffic density on various parts of the 
road system as well as differences in 
density during different time periods 
Such costs clearly increase in some di- 
rect relation to traffic density. A sig- 
nificant share of the reduced efficiency 
is reflected in the additional man hous 
which are required to move a vehicles 
specified distance in congested traffic 
An added social cost of congestion is 
represented by the increased probability 
of accidents which directly affects bud- 
gets of individual users in increased in- 
surance rates. 


Although it is extremely difficult to 
place accurate estimates on the magni- 
tude of these indirect costs,’ certain 
rough conclusions may be made. They 
can be expected to be higher on the 
much traveled or primary routes than 


®Cf., Charles L. Dearing, “ Distribution of High 
way Costs Among Taxpaying Groups,” Proceedings 
National Tax Association (1941), pp. 726-735. 


10 For a discussion of some of these difficulties, # 
James C. Nelson, “Investment Conditions in High- 
ways,” op. cit. 
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on secondary roads. They are likely to 
be significantly greater in urban areas 
than in rural, and perhaps increase with 
population as well as trafic density. 
They are much greater on week ends 
and holidays on. egress routes from 
urban centers. On city streets and 
highways contiguous to cities during 
any given day, these costs are much 
greater during morning and evening 
rush hours than during midday or 
night hours. 

Direct marginal costs are limited to 
that portion of total maintenance costs 
which varies directly with road usage. 
It is clear that these are very small in 
relation to the total annual cost of pro- 
viding the highway system, a significant 
portion of which is in the nature of 
fixed charges which are independent of 
the amount of utilization. Annual 
costs such as interest on the initial cap- 
ital outlay and of maintenance which is 
required due to weather-caused dete- 
rioration have no relation to road use 
and hence are not reflected in marginal 
costs. The direct marginal costs which 
are present will vary with vehicle type, 
increasing with vehicle weight. They 
will vary from one road type to another 
depending on the physical character- 
istics of both the vehicle and the road. 
From one time period to another they 
should not vary as much as the indirect 
marginal costs.'! 

Certain tentative conclusions may be 


They will vary somewhat over time. If the 
roadbed has been constructed improperly so that ade- 
quate drainage is not present, then more resources 
are used up by the passage of a vehicle over the 
road during a rainy season than during dry periods. 
This might be true to some extent even on properly 
constructed roads, especially during spring thaws in 
some northern states, and might justify the levy of 
supplementary charges on heavy trucks during such 
Periods, 
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reached concerning the relative charges 
which should be placed on different 
highway users. (1) Secondary road 
users should be required to pay less than 
primary road users per ton or passenger 
mile. On most secondary roads spill- 
over costs in terms of reduced operating 
efficiency of other vehicles are hardly 
present at all; therefore, all that must 
be covered by the price are the costs of 
used-up resources. In general, users of 
urban roads and city streets should pay 
higher prices than rural road users. 
(2) Heavier and larger vehicles should 
be charged higher rates than lighter and 
smaller ones because both the direct 
and indirect components of marginal 
social cost are greater. (3) Slower 
vehicles should, within limits, be 
charged higher rates than faster ve- 
hicles. This is because they add more 
to congestion and thus indirect costs. 
(4) Vehicles known to travel more 
during congested time periods should be 
charged higher rates. (5) Higher rates 
should be charged users on week ends 
and holidays than during other times, 
especially the users of egress routes from 
urban communities. (6) In urban 
areas higher rates should be charged 
during rush hours than during other 
hours of the day. 


A structure of prices incorporating 
the above differentials would represent 
a close approximation to the ideal one. 
It is, of course, evident from the outset 
that no more than an extremely rough 
approximation to this structure could 
ever be realized in practice. As long, 
however, as traffic congestion’ is con- 
sidered by most people to be excessive, 
certain steps in the direction of attain- 
ing this type of pricing structure clearly 
should be taken. 
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Practical Steps in Improving Efficiency 


A comprehensive and highly differ- 
entiated system of tolls would be re- 
quired to secure the “ideal” pricing 
structure. Obviously, such a system 
would be completely unworkable from 
an administrative point of view, and 
would be uneconomic besides. For the 
most part, the pricing system must be 
based on the use of the type of high- 
Way user taxes now levied in most 
states. But with relatively little change 
or modification it appears that the sys- 
tem of highway user taxation now em- 
ployed could be made to approach one 
which would achieve efficient operation 
of the existing highway structure. Of 
course, the level at which the motor 
vehicle taxes of various types are cur- 
rently set probably has little connection 
with even the roughest estimate of mar- 
ginal social costs. Policy has not even 
been thought of in these terms; it could 
hardly be expected to have yielded 
quantitatively acceptable results. The 
fact that the problem of excessive con- 
gestion is present on major segments of 
the highway system indicates that these 
“* prices,” all or in part, are not set high 
enough. 


Prices charged to users must vary di- 
rectly with mileage traveled. The tax 
on gasoline serves as a rough equivalent 
to a mileage toll.’* Gasoline usage not 
only increases in a direct relation to 
mileage traveled but also to vehicle 


12 The argument has been advanced that the de- 
mand for gasoline is very inelastic over normal price 
ranges and ‘therefore taxation cannot be considered 
as restricting road usage. In any case, however, the 
coefficient of elasticity is greater than zero, and a 
recent study by my former colleague indicates it to 
be much higher than is usually believed. Cf., 
Lincoln Clark, ‘“* The Elasticity of Demand for Ten- 
nessee Gasoline,” The Journal of Marketing (April, 
1951), pp. 399-414. 
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weight. Gasoline taxation alone, how. 
ever, will not provide a satisfactory 
means of taxing users of different por. 
tions of the road system at different 
rates. Rates cannot easily be made 
lower on secondary roads than on pri- 
mary roads, although some adjustment 
of rates between urban and rural areas 
seems possible and desirable. The de. 
sirable gasoline tax rate, if it is to bea 
uniform rate per gallon, will perhaps be 
lower than optimum for vehicles using 
primary routes and urban streets and 
higher than optimum for vehicles using 
secondary and rural roads. Gasoline 
taxation cannot adequately take ac. 
count of the varying spillover marginal 
costs in different time periods. But 
some adjustments seem possible here. 
There seems no reason why gasoline tax 
rates need be uniform over time. Rates 
could easily be increased significantly 
over the five day Labor Day week end 
for example. This type of policy would 
encourage tanking up and extra stor- 
age, but these are costly, and a judicious 
increase in the tax should tend to limit 
road usage somewhat during such 4 
congested traffic period.’* Gasoline 
taxes obviously could not take into ac- 
count differing spillover costs during 
different hours of the day. 

As indicated above, it seems certain 
that an over-all system of toll charges 
would prove impracticable. But there 
seems to be ample evidence to indicate 


13 A similar type of pricing adjustment has tt 
cently been proposed for railroads with low rates 
be charged in off-peak periods when marginal costs 
are low and high rates in peak periods when mat- 
ginal costs are high. The problem for railroads i 
however, much more simple, and thus the proposal 
much more practicable, than for highways. Se 
David G. Tyndall, “‘ The Relative Merits of Average 
Cost Pricing, Marginal Cost Pricing, and Price Dit 
crimination,” Quarterly Journal of Economics, LXV 
(August, 1951), p. 368f. 
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that a wise use of selected tolls would 
promote a more economic use of the road 
structure. The current and increasing 
popularity of toll charges for newly 
constructed express highways is indi- 
cative of a general public recognition of 
this fact.'* Little attention has been 
given to the use of tolls on existing 
highways since tolls, like user taxes, 
have been primarily considered as fi- 
nancing devices rather than rationing 
devices. A careful application of toll 
charges upon existing highways would 
greatly reduce congestion and could 
take into account differences in mar- 
ginal spillover costs not reflected in the 
gasoline tax. For example, many large 
trucking companies have found it ad- 
vantageous to move trucks through 
congested urban areas only during 
night hours. If these companies find 
this profitable after a calculation taking 
into account only private marginal 
costs, certainly society should find it 
advantageous to reallocate vehicles to- 
ward the hours when the whole road 
system is relatively underutilized. An 
appropriate system of tolls might well 
make rush hour travel on urban routes 
by commercial carriers almost pro- 
hibitive while making travel during 
night hours free of toll. The levying of 
toll charges on all vehicles on portions 
of certain existing main traveled high- 
ways likewise seems a reasonable step. 
Frequency of entry and egress points 
would prevent collection from all road 
users, but the restrictive purpose of the 
toll can be accomplished by the placing 


MFor a recent study of the modern toll road 
movement, see Wilfred Owen and Charles L. Dear- 
ing, Toll Roads and the Problem of Highway 
Maintenance (Washington: Brookings Institution, 
1951). For a more popular discussion, see The New 


ee Times (Sunday, November 25, 1951), Section 
» Pt. ID, 


of collection stations only on the now 
congested segments.'* Some vehicles 
would be encouraged to take alternative 
and uncongested routes. 

Motor vehicle license fees usefully 
complement gasoline taxes and selected 
tolls in the desirable pricing structure. 
The number of vehicles is important as 
a factor making for added spillover 
costs in addition to mileage traveled. 
The license fee represents the appro- 
priate means of taking this into ac- 
count. This fee should vary directly 
with the size of the vehicle popula- 
tion regardless of the total mileage 
traveled by all vehicles. An appro- 
priately set fee would tend to restrict 
too severely those vehicle owners who 
travel relatively little and not severely 
enough those who travel a great deal. 
This is partially offset, however, by the 
fact that the vehicle owners who travel 
little are likely to operate their vehicles 
at the times when the marginal social 
costs are highest.’® A major advantage 
of the license fee is that it allows for a 
much finer distinction among vehicle 
types than is present with the gasoline 
tax and thus can include differences in 
marginal cost which cannot otherwise 
be included. License charges can be 
varied from vehicle to vehicle without 
difficulty, and the subclassifications can 
be made as narrow as is desired. Ve- 
hicles of different weights, sizes, horse- 
powers, ages, etc., can be classified and 
each type charged different fees. Ve- 
hicles known to add to traffic conges- 
tion can be burdened with heavier fees. 


15 The social costs incurred in the collection of 
tolls would, of course, have to be taken into con- 
sideration in estimates of the general usefulness of a 
proposed toll system. 


16 Cf., Harold M. Groves, Financing Government, 
3d. ed. (New York: Henry Holt & Co., 1950), p. 
311. 
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Vehicles which are known to travel 
mainly on secondary roads (farm pick- 
up trucks) can be charged lower rates, 
those on primary routes and urban 
streets (commercial vehicles) higher 
rates, although this type of distinction 
could not be carried very far. For the 
most part, motor vehicle license fees now 
levied in most states are rational in the 
sense of relative charges upon different 
type vehicles. Differential license fees 
increasing with weight, horsepower, 
and load capacity, although based upon 
benefit considerations, represent sound 
pricing of highway services. The vary- 
ing of license fees inversely with age in 
some states (e.g., Minnesota) is evi- 
dently unsound economically, but this 
is the only noticeable exception to the 
general conclusion above. The major 
policy step which should be taken is a 
general increase in the absolute level of 
license fees. 

The fact that the national highway 
system is composed of forty-eight sepa- 
rate state systems, and that state and 
local governmental units determine in- 
dependently the level of highway 
prices, has not been discussed. But 
without discussing the full implications 
of this fact, certain presumptions con- 
cerning the relative levels of prices 
in separate states can be made. It 
seems likely that the spillover costs 
are more important than direct costs in 
all states on most parts of the road sys- 
tem. Therefore, prices charged to high- 
way users of all types should be higher 
in those states possessing the relatively 
heavier traffic densities. Those states 
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including and surrounding major urban 
centers should levy higher charges thay 
the largely rural states. 

City license and perhaps city gasoline 
taxes are economically, as well as fiscally, 
sound. For most major Cities trafhe 
congestion can only be eliminated by 
reducing traffic relative to the street 
surface. Continued excessive conges. 
tion in such cities indicates that the 
cities are not taking adequate measures 
to limit the usage of their available 
streets. 7 

An extremely interesting adjunct to 
the highway pricing problem is that of 
municipal parking. Due to the failure 
of most municipalities to restrict street 
usage sufficiently, the demand price 
for available parking facilities is pushed 
upward causing rent-like returns to ac- 
crue to operators and owners of the 
facilities, public or private. When 
parking facilities are partly owned by 
the municipality and partly by private 
persons, the rents to private operators 
are further increased by the failure of 
the municipal parking authorities to 
charge adequate fees. Parking fees are 
one means of limiting street usage, of 
course, and the recent proposal for sub- 
stantial overnight parking fees in New 
York City represents a step in 
proper direction. 

The policy recommendations made 
here do not imply an indiscriminate in- 
crease in highway user charges. Al 
though it seems clear that in most states 
both gasoline taxes and motor vehicle 
license fees should be substantially 


higher than their current levels, in- 
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creases should not be made without a 
clear recognition of the rationale for 
them. In a period such as the present, 
when demands upon strategic materials 
for mobilization purposes may not al- 
low for normal or “ adequate ” mainte- 
nance of highway facilities, the obvious 
solution lies in increased user charges, 
not to finance needed expansion, but to 
limit usage of the roads. Increases 
should be as selective as is administra- 
tively practicable, and the significant 
increases should be centered in highly 
urbanized sections of the country. 
Unless steps of this kind are taken, con- 
gestion will continue to represent an 
unsolved problem. 


Highway Prices, Revenues, and Costs 


Since the demand for highway serv- 
ices is probably inelastic over the rele- 
vant price range, the optimum prac- 
ticable pricing structure would yield 
greater total revenue than is currently 
collected. But the differentials among 
user types would be greater than are 
now present; thus the proportion of 
total costs covered from user revenues 
would probably vary significantly on 
different segments of the highway sys- 
tem of a state. Revenue collected from 
users of secondary roads would com- 
prise a smaller proportion of total an- 
nual costs than would be the case for 
primary roads. A greater share of the 
total annual costs of urban streets than 
of rural roads would be paid by users. 
Even with currently employed financ- 
ing methods, highway tax revenues on 
Primary routes are more than sufficient 


17 This Statement presumes that the production 
function for highway serviogs is roughly linear. 
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to maintain these routes, and the sur- 
plus is used to maintain secondary roads 
on which user revenues are not suffi- 
cient."* But instead of this practice 
being uneconomic as has been sug- 
gested,’® it is entirely consistent with 
rational operation of a highway system. 
The relation between the marginal so- 
cial cost incurred in highway utilization 
and the average total cost of providing 
the highway service should not affect 
the operation of the existing system. 
This relation only becomes important 
when expansion or contraction of the 
highway plant is being considered; and, 
even in this case, total revenues in ex- 
cess of total costs are not a necessary 
condition for road construction, al- 
though they constitute a sufficient one. 
Investment decisions must be made by 
comparing the best estimates of total 
social benefits with the total social costs 
on each part of the road and street sys- 
tem, an admittedly very rough sort of 
comparison. 


The problem of effectively operating 
a plant of a given size is conceptually 
separate from the problem of determin- 
ing when and how much the plant 
should be expanded.” The “ total” 


18 Cf. G. P. St. Clair, “ Nation-Wide Require- 
ments of the Highway Program,” Proceedings, Na- 
tional Tax Association (1948), p. 185. 


19 R. W. Lindholm, “ Note on the Benefits Justifi- 
cation of the Gasoline Tax,” Southern Economic 
Journal, XVII (1950), p. 56f; R. M. Zettel, “ The 
Division of Financial Responsibility of Highways 
Between Users and Other Beneficiaries,” Proceedings, 
National Tax Association (1948), p. 196; Charles L. 
Dearing, American Highway Policy (Washington: 
Brookings Institution, 1941), pp. 131, 203. 

20 Cf., I. M. D. Little, “Electricity Tariffs—A 
Comment,” Economic Journal, LXI (December, 
1951), p. 878. 








106 NATIONAL TAX JOURNAL 


conditions which must be evaluated in 
making the latter decision are much 
more difficult to formulate than are the 
marginal conditions determining opti- 
mum operation of the given system.” 
Also, existing practices in highway fi- 
nancing cannot readily be appraised in 
terms of an optimum rate of expansion. 


Conclusion 


It should never be forgotten that the 
highway problem is essentially one of 
peak load. There is little traffic con- 
gestion, even in Manhattan, at three in 
the morning. In attempting to decide 
how many resources should be devoted 
to highways and streets, society must 
choose between providing a structure 
which is too large in off-peak periods 
and one which is too small in peak 
periods.** It seems certain that if 
enough resources were to be devoted to 


“1 Throughout this paper the operation of the 
highway structure has been considered in isolation 
from the remaining portions of the transportation 
system. The inter-relationships must be recognized, 
however, and the dependence of highway policy upon 
the operation policies for competing media acknowl- 
edged. A national policy of rational operation of 
the railroad system might well cause much of the 
investment in motor truck transport to become un- 
economic in some areas, thus lowering the marginal 
costs of highway services. (On this and other 
points, see Tyndall, op. cit., especially Pt. III.) But 
the fact that prices for competing transportation 
services are probably above rather than below mar- 
ginal cost levels makes the case for increasing high- 
way user prices toward their marginal cost levels 
even stronger than it would otherwise be. (See H. 
S. Houthakker, “ Electricity Tariffs in Theory and 
Practice,” Economic Journal, LXI [March, 1951], p. 
10.) 


22 Cf., Little, op. cit., p. 880. 


highway construction to reduce con- 
gestion to acceptable proportions in 
peak traffic periods, overinvestment in 
highways would be present. A high. 
way system of compromise size would 
appear preferable. This would mean 
that some highway resources would be 
wasted in off-peak periods. Policies 
aimed at diversion of traffic are funda- 
mentally sound. Some diversion would 
be accomplished by the pricing structure 
outlined above, but the amount of di- 
version that could be expected is 
limited. Thus, some general limitation 
on highway and street usage must be 
present if congestion is to be reduced in 
the short run and overinvestment pre- 
vented in the long run. 

It is hoped that this analysis points 
the way toward a more realistic ap- 
proach to some of the problems facing 
highway administrators and __ policy 
makers. Entirely too much discussion, 
by academicians and practitioners alike, 
has been concerned with what various 
groups “should pay ” in order to com- 
pensate for benefits received. A ft 
tional structure of prices might be in- 
equitable or unfair to some groups of 
users. But so are the prices of Cadil- 
lacs. The motorist who drives a new 
and efficient vehicle does “ benefit” 
more from highways than does the 
motorist who drives the ‘“ Model A.” 
But the latter should pay a higher price 
because he adds more to social cost. 
Until and unless heritages of the “ just 
price” are removed from discussions of 
highway financing, little progress cam 
be made. 
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TOLL ROADS AND THE CRISIS IN 
HIGHWAY FINANCE 


D. NETZER * 


ONSTRUCTION and planning of 


toll roads are currently moving 
ahead at a surprising rate despite recent 
indications that the toll road revival 
would peter out in response to deter- 
mined opposition by many public of- 
ficials and by most highway user 
groups. As of late 1951, more than 
600 miles of major toll arteries, repre- 
senting capital outlays aggregating 
about $600 million, were in operation 
in Pennsylvania, Connecticut, Maine, 
New Hampshire, New Jersey, and 
Westchester County, New York. Toll 
highways which will double this mile- 
age and investment were under con- 
struction in Colorado, Oklahoma, and 
New York; an additional 600 miles of 
facilities estimated to cost a further 
$600 million were planned for early 
construction in Ohio, West Virginia, 
Virginia, and Indiana.’ Moreover, gen- 
eral legislative authorizations for toll 


*The author is economist, Research Department, 
Federal Reserve Bank of Chicago. The views ex- 
pressed are not necessarily those of the Bank or of 
the Federal Reserve System. 


1 This information is based upon numerous recent 
Newspaper and magazine articles, as well as two more 
substantial studies: Wilfred Owen and Charles L. 
Dearing, Toll Roads and the Problem of Highway 
Modernization (Washington: The Brookings Insti- 
tution, 1951); and John F. McCarty, Highway Fi- 
nancing by the Toll System (Berkeley: University of 
California Bureau of Public Administration, 1951). 
Tn addition to the major arteries, there are some 20 
scenic toll roads totaling 100 miles in length and the 
122-mile Florida Overseas Highway to Key West. 
Owen and Dearing, op. cit. p. 5. 


road studies or construction, or both, 
exist in at least a half dozen other states. 
Some perspective on the magnitude of 
the investment in the fifteen projects 
in operation, under construction, and 
specifically planned may be gained by 
comparing it—around $1.75 billion— 
with the estimated unamortized cost of 
all primary state highways ten years 
ago—about $7.7 billion.” 

Explanation of the continued ad- 
vance of the toll road movement in the 
face of heated opposition would provide 
a fascinating case study of the politics 
of highway policy formation. The 
purpose of this article, however, is not 
to describe the success of the movement, 
but rather to analyze the extent to 
which the toll financing method pro- 
vides a solution to the seemingly 
chronic crisis in highway finance. The 
elements of this crisis are familiar 
enough: to the highway needs produced 
by a decade or more of neglected main- 
tenance and inadequate replacement 
have been added the needs resulting 
from a rapidly increasing and more 
highly urbanized population which 
owns and uses more intensively a much 
greater number of motor vehicles, most 
of which are heavier and capable of 
higher speeds than their counterparts of 
prewar days. While the demand for 


2 Board of Investigation and Research, Public 
Aids to Domestic Transportation, 79th Cong. Ist 
sess., House Document No. 159 (Sept. 19, 1944), 
p. 236. 
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highway improvements has continued 
to grow by leaps and bounds, highway 
agencies have faced many obstacles in 
their attempts to secure sufficient sup- 
plies of labor and materials to make up 
the backlog and keep abreast of grow- 
ing demands. 

In any case, some of these obstacles 
would have been insurmountable in re- 
cent years, but many have been the 
product of inadequacies in existing pol- 
icies in highway finance. Although the 
price level, and hence highway costs, 
has risen rapidly, there has been con- 
siderable resistance to increases in user 
tax rates. These rates, since they are 
specific rather than ad valorem, pro- 
duce total revenues which have in- 
creased less than costs. Moreover, even 
though user tax rates have been in- 
creased (after some lags), highway 
agencies generally have been prevented 
by legislative direction from concen- 
trating funds on those improvements 
most in demand—improvements of the 
high traffic density routes. 

In fact, the maldistribution of user 
revenues is probably the single most im- 
portant element of the current predica- 
ment. Existing patterns of highway 
expenditure are largely those which pre- 
vailed twenty and thirty years ago, in 
the early era of rapid road improve- 
ment. The objective then was to get 
the rural population “ out of the mud ” 
—to pave, or at least to surface, large 
mileages of rural roads as rapidly as pos- 
sible. Roads which were physically 
passable in all weather actually were 
rapidly constructed, but at minimum 
standards with regard to pavement 
width, curvature, gradient, control of 
access, etc. But even after such a mini- 
mum standard network was _ con- 


| VoL. V 


structed, highway revenues have con- 
tinued to be diffused over a very large 
mileage of roads despite the fact that 
the revenues are largely generated by 
heavy traffic volumes on_ relatively 
limited road mileages. Today the obvi- 
ous need is to concentrate the funds on 
improving the heavily traveled routes, 
both rural and urban. In other words, 
it is necessary to relate construction pol- 
icy to needs as measured by use. There 
are all too few jurisdictions in which 
expenditures are related to needs as a 
planned policy. 


Appeal of Toll Road Solution 


In view of these difficulties, toll roads 
have an obvious attraction and, in fact, 
apparently impress numerous legislators 
and journalists as the panacea for high- 
way problems. The much discussed 
existing toll roads, notably the Pennsyl- 
vania Turnpike which was the proto- 
type for more recent projects, are high 
design facilities capable of carrying 
large volumes of mixed traffic for long 
distances at high speeds. These high 
standard roads can be, and have been, 
built in a very short span of years. 
They are financed through borrowing 
without general increases in user tax 
rates and without revision of the exist- 
ing methods of apportioning highway 
user revenues. This borrowing has 
been possible, despite the familiar con- 
stitutional and statutory restraints on 
state government bond issues, largely 
because of the obvious appeal to the 
voters of the toll feature; that is, for 
these highly desirable projects bonds 
which are “ self-liquidating ” can be is- 
sued and they do not involve the in- 
crease in tax rates generally associated 
with borrowing. For many projects, 
the popular appeal is enhanced by the 
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fact that the toll’s impact is in large 
part on out-of-state vehicles traveling 
through the state. 

Messrs. Owen and Dearing point out, 
in their recent study of the toll road 
issue, that users would secure the same 
benefits from free roads of comparable 
design if such roads were constructed 
by concentrating user tax revenues in 
selected high density routes or by is- 
suing bonds backed by gasoline and 
motor vehicle receipts or by the full 
faith and credit of the state.* The 
toll feature offers no particular engi- 
neering advantage. Essentially, the 
stimulus to toll roads is the political 
difficulty of securing the funds needed 
for early construction of costly high 
design roads through the traditional 
methods of highway finance. 

The political expediency of toll fi- 
nancing generally has been acknowl- 
edged by its main adherents to be its 
principal advantage, but more sophisti- 
cated observers have adduced economic 
advantages as well. On the other hand, 
the strong opponents of toll roads have 
advanced a number of arguments 
against them which also fail to grapple 
with some of the fundamental economic 
issues. Among the common allegations 
are the following: toll roads involve 
duplication of investment since they 
usually must be paralleled by alternate 
free roads capable of accommodating 
short-haul traffic and vehicles unwilling 
to pay the toll; the existence of toll 
roads tends to undermine adequate 
maintenance of the parallel free road; 
the revenue bond financing method 
usually employed increases costs be- 
cause of the typically higher interest 


3 Owen and Dearing, op. cit., Chapter II. 
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rates on revenue bonds; and toll collec- 
tion costs constitute an undue addi- 
tional expense. Messrs. Owen and 
Dearing adequately dispose of these al- 
legations, in the opinion of this writer, 
by demonstrating that they either do 
not reflect actual conditions or are of 
minor significance quantitatively.* 


Toll Roads and Benefit Theory 


Any conclusions as to the economic 
appropriateness of the toll method will, 
of course, be largely determined by the 
approach to highway finance in general. 
If it were agreed that the benefits from 
highway improvements are so diffused 
among the inhabitants of a state that it 
is impossible to isolate individual bene- 
ficiaries, and, in consequence, that 
highways should be supported from the 
general fund, toll financing obviously 
would be out of place. However, it is 
generally agreed that, at least for the 
main rural and urban routes carrying 
heavy traffic volumes, benefit financing 
is the appropriate solution. The benefit 
approach involves the following ele- 
ments: (1) highway improvements are 
made in response to anticipated user de- 
mand and the improvements having the 
highest priorities are those which serve 
the largest volumes of traffic per dollar 
of cost; (2) highway users pay, 
through special charges, the costs of the 
improvements; and (3) the costs are 
allocated among different classes of 
users on the basis of some objective 
measure of use. The measures com- 
monly used are based on the differential 
costs incurred because of the use of the 
roads by different types of vehicles, 
the relative extent of use, the value of 


4 Ibid., pp. 66-83. 
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the highway service to each user, or 
some combination of these measures. 
Which measure or combination to em- 
ploy is a matter of considerable dispute 
which is not relevant here since tolls 
can be set to correspond to almost any 
system of allocating costs deemed de- 
sirable. 

Within this framework, the toll road 
seems to be obviously acceptable. The 
improvement is made in the first place 
only because there is thought to be con- 
siderable demand for a high design road 
along the route proposed. Since the 
bonds are generally secured only by the 
revenues of the toll road, the users are 
footing the entire bill. Finally, the toll 
charge can be adjusted to measure rela- 
tive use or differential costs with con- 
siderably more precision than the usual 
combination of fuel and registration 
taxes. Because toll roads fit the various 
criteria for benefit financing of high- 
ways so well, it might be thought that 
where a proposed toll facility can be 
demonstrated to be capable of financial 
success, it automatically has the highest 
priority. 

Impact on Existing Inequities 

As has been noted above, the single 
most important element of the highway 
finance problem is the malallocation of 
highway user revenues, that is, the 
continued prevalence of the “ out-of- 
the-mud ” concept of road policy. A 
major concern with respect to toll 
roads, then, is their impact on a system 
of benefit financing under which im- 
provements are related to user demand. 
If a relatively large number of toll 
roads were to be constructed, say one in 
every populous state, let us consider to 
what extent the departures from benefit 
financing would be reduced. 
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Since the main highways carry a 
share of the traffic out of all proportion 
to their mileage, it can be safely as- 
sumed that the revenue generated by 
this traffic under a system of user tax 
rates in the normal range would be in 
excess of the costs of these roads, even 
if they were considerably improved. 
That is, prior to the advent of toll 
roads, the main rural and urban routes 
in most states produce a “ profit,” and 
this “ profit” is employed in benefiting 
minority user groups by improving 
roads with lesser traffic densities to 
standards in excess of user demand. In 
other words, the vehicle-mile costs of 
the main roads are substantially less 
than their receipts, and the vehicle-mile 
costs of the subsidiary roads are con- 
siderably greater than the user receipts 
produced by these roads. In most states 
the welfare of the largest number of 
users would be maximized by improv- 
ing the main roads to higher standards 
with minimum increases in the charges 
paid by users of these roads, that is, by 
redistributing user tax revenues among 
road systems. 

But the advent of a toll road, if any- 
thing, accentuates the inequity and de- 
lays its correction. Toll operation of 
increasing mileages of main roads would 
make it even more feasible to continue 
to diffuse gasoline and motor vehicle 
tax funds among local roads. In effect, 
by offering substantial improvements in 
the form of toll roads to users of a few 
of the very highest density routes— 
those which would be chosen for tolls— 
some of the most dramatic evidence and 
strongest support for reforms benefit- 
ing most users of free roads would be 
removed. Moreover, the increase in the 
benefits offered users of toll-operated 
main roads is accompanied by a very 
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great increase in user charges. In 1950, 
the average highway-user taxes 
amounted to $40.85 on a standard, low- 
price, 3,000 pound passenger car travel- 
ing 9,500 miles annually, or about four- 
tenths of a cent per vehicle-mile.® The 
typical one cent per mile toll represents 
an increase of nearly 250 per cent. A 
rougher but more direct comparison is 
between the typical five cents per gal- 
lon gasoline tax and a toll charge: if 
the vehicle does 15 miles to the gallon, 
a one cent per mile toll is equivalent to 
an increase of 15 cents per gallon—300 
per cent—in the gasoline tax. 

It might be retorted that eventually 
the toll road authorities will be able to 
retire their debt, scrap their toll booths, 
and transform their facilities into free 
roads, at which time users of the main 
roads will receive the benefits of the 
former toll roads at only the costs of 
maintenance. When this does occur, of 
course, the existing inequity will be re- 
duced; the situation then will be the 
same as if the free roads had been con- 
structed at no increase in user taxes 
paid by users of the main roads. How- 
ever, the date at which such a millen- 
ium will be reached is quite problemati- 
cal. Even today the apparent financial 
success of existing toll facilities is stimu- 
lating proposals for their extension 
along routes which are less likely to be 
self-sustaining—where high design, 
high cost roads may not be justified by 
traffic densities as in Pennsylvania and 
Maine. The experience of agencies 
operating toll bridges and tunnels, such 
as the California Toll Bridge Authority, 
the Triborough Bridge and Tunnel Au- 
thority, and the Port of New York Au- 


5R. W. Meadows and S. F. Bielak, “ State Road- 
User and Personal-Property Taxes on Selected Motor 
Vehicles, 1950,” Public Roads, XXVI (1950), p. 34. 


TOLL ROADS 111 


thority, indicates the temptation to re- 
fund the debt and continue the tolls on 
profitable facilities in order to subsidize 
(potentially or actually) additional 
facilities of a financially marginal or 
submarginal nature. Perhaps such 
moves do benefit users in general, but 
there is reason to believe that the spe- 
cific users most benefited are not those 
who pay the toll, and, after all, a major 
theoretical justification for toll financ- 
ing is that tolls can achieve a high de- 
gree of correlation between those who 
pay for an improvement and those who 
benefit from it.® 


Tolls as Resource Allocators 


There are other difficulties in the toll 
road solution. It must be remembered 
that financing methods, in highways or 
in any other area, are merely a way of 
allocating relatively scarce resources 
among alternative uses. When we em- 
ploy a system of benefit financing we 
are in fact using a variant of the price 
system; however, the price system will 
work as a method of allocating re- 
sources only if all the competing claims 
can be tested on a comparable basis. 
Not all claims for the resources used in 
highway construction can actually be 
so tested. Tolls obviously are not feas- 
ible for some roads, such as arterial city 
streets. For other types of construction 
which may require many of the same 
materials, no system of user charging is 
practicable, such as for schools and 
hospitals. As long as the total demands 


6 Compare the position taken by Owen and Dear- 
ing, op. cit., Chapter VIII, where they appear to see 
nothing amiss in imposing toll charges on selected 
free roads to enhance the total revenues of the state 
highway agency in order to speed construction of 
the main roads. Surely expediency can be the only 
excuse for this departure from a true benefit ap- 
prozch to highway financing. : 
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for resources exceed their supply, the 
fact that a proposed toll road will be 
self-supporting is thus not a sufficient 
reason to give it priority over other im- 
provements which may be as desirable 
but which are unsuitable for tolls. 

Since the end of World War II, and 
especially at present, total demand for 
construction materials and labor has ex- 
ceeded the supply. Within the high- 
way field, various types of improve- 
ments can be demonstrated (by esti- 
mated trafic volumes) to be demanded 
by users—for example, main rural 
highways of the type suitable for toll 
operation, expressways within cities and 
through their environs, and many im- 
provements of lower design (and hence 
lower cost) for use by correspondingly 
smaller volumes of traffic. If the pros- 
pect of successful toll financing meant 
that all proposed toll projects would be 
constructed, other types of projects, 
perhaps even more sorely needed by 
users, would of necessity be foregone. 
As a matter of fact, the most urgent 
needs appear to be for improvements of 
urban area highway facilities. In- 
creased urbanization and suburbaniza- 
tion have made a bad situation con- 
siderably worse; even by the stand- 
ards and demands of a decade ago, 
city and metropolitan area arterial 
street facilities were inadequate. In 
1939, the Bureau of Public Roads, in its 
famous study of six proposed trans- 
continental toll roads, made this ap- 
praisal of the order of priorities in high- 
way needs: 


The needed rebuilding and improvement 
of the main rural highways is only one ele- 
ment in the larger program of work re- 
quired for the adequate modernization and 
extension of the public street and highway 


facilities of the country. . . . Because of 
their urgent need to facilitate highway 
transportation where it is now most seri- 
ously hampered, and because of the impetus 
that through them may be given to needed 
changes in the central plan of our cities, 
the construction of trans-city connections 
of the main rural highways and other ex- 
press routes into the center of the cities 
ranks first in the list of highway projects 
worthy of consideration. . . . Next to pro- 
visions for the safer and more efficient con- 
duct of large traffic streams into and across 
cities, the new facilities most urgently re- 
quired are belt-line distribution roads 
around the larger cities and by-passes 
around many of the smaller cities and 
towns.’ (Italics added.) 

Not only are the needs probably most 
severe in the area of urban arteries, but 
existing practice with regard to the ap- 
portionment of user tax receipts is gen- 
erally far more unfavorable to the main 
urban routes than to the main rural 
routes, those technically suitable for toll 
financing. Although in populous states 
such as New York, Illinois, and Cali- 
fornia, the bulk of highway use and the 
bulk of user tax collections are in con- 
nection with urban traffic, apportion- 
ment formulas generally severely limit 
the extent to which these collections 
can be expended on urban routes. If 
the problem were solely one of finance, 
it might be alleged that toll construc- 
tion of the main rural roads would free 
funds for urban routes; in the current 
situation, however, these funds could 
not be expended. If successful toll fi- 
ancing were the only criterion of de- 
mand, and hence of the location of im- 
provements, the most urgent needs 

7 Bureau of Public Roads, Toll Roads and Free 


Roads, 76th Cong., 1st sess., House Document No. 
272 (April 27, 1939), pp. 86, 89-90, 95. 
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would simply not be met. For example, 
when a decision must be made between 
allocating steel for the Ohio Turnpike 
serving possibly 25,000 vehicles a day, 
and allocating some of this steel for the 
Outer Drive extension in Chicago serv- 
ing as many as 100,000 vehicles daily, 
the fact of toll financing offers very 
little in the way of a guide for improve- 
ment policy. 


Rural Road Standards 


Governments not only have to choose 
between use of highway construction 
resources for one of several completely 
separate proposed improvements—that 
is, urban expressways versus rural 
limited-access highways—but they 
must set the standards for any partic- 
ular project. How limited shall access 
actually be? What will be the maxi- 
mum curvature and grade? How wide 
will the pavement and medial strip (if 
any) be? Such questions are not solely 
matters of engineering, for their reso- 
lution, under a system of benefit fi- 
nancing, must be based on an attempt 
to maximize the expression, “total 
benefits to users minus total costs.” An 
extremely costly road of the highest de- 
sign will not in all cases yield the maxi- 
mum benefits. It might be thought 
that because a toll road of the highest 
design would be successful, this type of 
improvement is necessarily the best for 
users. Nothing could be further from 
the truth,-for in the typical situation 
where a toll road is under consideration, 
the alternative is usually not another 
improvement of somewhat lower de- 
sign, but an existing road which is com- 
pletely inadequate on every count. 
Thus, the probable success of the toll 
toad merely indicates that the toll facil- 
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ity would increase the benefits to users 
more than it would increase their cost 
in the form of user charges; a somewhat 
lower cost road might decrease benefits 
a little while producing a much smaller 
increase in highway costs, thus netting 
a larger increment of benefits. 

This is by no means an academic is- 
sue. Toll roads, by their nature, must 
be extremely high cost facilities. To 
maximize toll receipts, there can be no 
crossings at grade; the right of way gen- 
erally must be fenced throughout; etc. 
It is conceivable that substantial savings 
in costs and in currently scarce ma- 
terials might be made simply by elimi- 
nating the fencing, permitting minor 
roads to cross at grade, and construct- 
ing the less elaborate grade separations 
made feasible by the elimination of the 
requirement that the entrance and exit 
lanes meet at the one or two points 
where toll collection facilities are lo- 
cated. Or, perhaps, in the case of the 
projected Ohio and Indiana Turnpikes, 
net benefits to users might be enhanced 
by the expenditure of half as much as 
would be required for the toll roads on 
widening sections of existing main 
routes in the northern portions of the 
two states, constructing by-passes and 
belt-line roads, taking steps to limit 
ribbon development in city-vicinal 
areas, and utilizing the other half of the 
funds on urban expressways. In any 
particular case, the decision as to the 
appropriate improvement standards is 
an issue which requires intensive study. 
The high design toll road may or may 
not be the best use of the funds and the 
resources, but there are no grounds for 
assuming that the toll road is auto- 
matically the best answer because it 
offers some prospect of self-support. 
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Highway Borrowing and the Business 
Cycle 


At this point it is appropriate to dis- 
cuss briefly one aspect of the analytical 
merits of bond financing of highway 
improvements in general. With respect 
to the financing of free roads, there is 
usually a choice between borrowing and 
current revenue, whereas the true toll 
road can be financed only by borrow- 
ing. It is apparent that benefits to users 
in general would be maximized by rapid 
construction of the high priority roads, 
financed if necessary by borrowing. 
One of the early proponents of a rigor- 
ous application of the benefit theory to 
highway financing stated it thus: 


A final corollary of the commercial con- 
ception of roads in the matter of financing 
is that it suggests a considerable dependence 
upon bond issues in the first instance. If 
road development is economically justified, 
it should be accomplished as soon as possible, 
but its cost may reasonably be spread over 
a fairly long period, the length depending 
upon the character of the improvements.® 


The key phrase in this quotation is 
“as soon as possible.” Will borrowing 
for highways in situations such as the 
present, when there is already consider- 
able strain upon limited resources, pro- 
duce any more highways? Clearly, the 
answer is in the negative, and the effect 
of the borrowing can only be an ex- 
pansion of the money supply and an in- 
crease in inflationary pressures. Even 
if there were a free market (rather than 
allocations) in highway construction 
materials, borrowing under boom con- 
ditions might not produce more high- 
ways. Rather, it might bid up the 


€ 


8 Shorey Peterson, “Highway Policy on a Com- 
mercial Basis,” Quarterly Journal of Economics, 
XLVI (1932), p. 441 (footnote). 
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prices of construction, labor, and ma. 
terials—in attempts to divert them 
from nonhighway uses—to the point 
where the increased costs of the pro- 
posed improvements would threaten to 
exceed the benefits which they would 
confer on users. It is quite clear that 
state and local governments can tap the 
bond market far more readily at pres- 
ent, with fairly low interest rates pre- 
vailing and with the great advantages 
offered by tax exemption in a period of 
high tax rates, than during a major de- 
pression like that of the thirties. Asa 
matter of fact, during the thirties bor- 
rowing for highways dropped off 
sharply.® 

Because bonds can be sold so easily 
during a boom period, and because once 
they are sold interest begins to accumu- 
late, thereby creating pressure for early 
construction of the interest bearing 
facilities, increased bond financing can- 
not help but stimulate highway ex- 
penditures during a period when this 
stimulation does little other than in- 
tensify inflationary pressures. Thus, it 
seems clear to this writer that increased 
bond financing of highways will result 
in greater “fiscal perversity” on the 
part of state and local governments. In 
other words, by encouraging them to 
increase outlays and to borrow in boom 
periods, and to curtail their outlays in 
times of depression, increased bond fi- 
nancing of highways will strengthen 
the existing tendency of state and local 
governments to act in ways which ag- 
gravate the swings of the business cycle. 
This impact must be thrown into the 
hopper for any computation of the 
over-all cost benefit ratio of a proposed 


9 See, for partial evidence, Bureau of Public Roads, 
Highway Statistics, Summary to 1945 (Washington: 
Government Printing Office, 1947), pp. 48-53. 
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element of highway policy, since high- 
way users, like everyone else, are greatly 
harmed by wide swings of the business 
cycle. It is easy to conceive of circum- 
stances in which the net increase in the 


violence of the fluctuations in economic . 


activity, due to a cyclically perverse 
highway improvement policy, would 
damage users far more than would the 
postponement of some expenditures dur- 
ing an inflationary period. In short, one 
of the major political advantages of toll 
roads—the facilitation of voter accept- 
ance of proposed bond issues—may in 
reality be one of their major economic 
disad vantages. 


Actual Extent of Toll Road Self-Sup- 
port 


Up to this point in the discussion, it 
has been assumed, as the proponents of 
toll financing claim, that the opportu- 
nities for financially successful toll op- 
eration of main highways are quite 
extensive. This claim deserves examina- 
tion. Two methods may be employed: 
(1) an evaluation of the experience of 
the half dozen major toll roads which 
have been in operation long enough to 
shed some light on the problem; and 
(2) an appraisal of the conclusions of 
the only nationwide investigation of 
toll road financial feasibility, the 1939 
study of the Bureau of Public Roads. 

Pennsylvania Turnpike. The Penn- 
sylvania Turnpike, opened to traffic in 
October, 1940, is the engineering proto- 
type for more recent toll road construc- 
tion, but it is not the financial proto- 
type, as Owen and Dearing indicate.’ 
The financial success of the original 
160-mile section has not been that of 
an ordinary self-supporting facility, 


10 Op. cit., pp. 97-99. 
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but of one constructed under highly 
advantageous conditions and favored 
with a number of subsidies. The sub- 
sidies include a Public Works Admin- 
istration grant of $29,250,000, equal 
to more than 40 per cent of the total 
outlay on the original section of the 
road; R.F.C. purchase of the Commis- 
sion’s revenue bonds at a time when 
private flotation would have been ex- 
tremely difficult; and the purchase of 
an abandoned railroad right-of-way, 
including the tunnels, for a price which 
was only a fraction of what the repro- 
duction costs would have been. More- 
over, “ The Commission enjoys the ad- 
vantage of paying off a low-cost prewar 
investment with toll rates at a level par- 
ticularly attractive in a period of post- 
war inflation.” *' Finally, the terrain 
is very favorable to the success of the 
toll road; the elimination of the ex- 
treme grades and curvature usually 
found in mountainous regions makes 
the turnpike very attractive, especially 
for heavy trucks. Few other proposed 
toll roads have this natural advantage. 
On the other hand, the eastern and 
western extensions of the turnpike have 
been constructed at the high postwar 
cost levels, without any direct subsidies. 
The first year of operation of the east- 
ern extension has indicated that this 
project could have been self-supporting, 
at least in generally prosperous periods. 
But it must be kept in mind that the 
road serves a relatively densely popu- 
lated territory and that it is a “ natu- 
ral” route for relatively heavy truck 
traffic, conditions that do not apply 
equally to all proposed toll roads. 
Maine Turnpike. This 44-mile, road, 
opened to traffic in 1947, was con- 
structed without subsidy of any kind, 


11 [bid., p. 97. 








116 NATIONAL TAX JOURNAL 


and has been financially successful to 
date despite obstacles of various kinds. 
One has been the extreme seasonality 
of its use; another is the relatively short 
distance between toll gates which in- 
creases toll collection costs sharply. As 
a matter of fact, the Turnpike Au- 
thority found it necessary to raise tolls, 
from 50 to 60 cents for a full length 
passenger car trip, in May, 1949, and 
has since attempted to raise fares again, 
this time to 75 cents.’* All in all, the 
Maine turnpike experience demonstrates 
the possibility of self-support on an un- 
subsidized basis for certain roads, al- 
though probably at a 1.5 cent per mile 
fare, rather than the one cent fare ap- 
plicable to the Pennsylvania road."* 

New Hampshire Turnpike. Com- 
pleted in 1950, the New Hampshire 
Turnpike is only a 15-mile road across 
the southeastern edge of the state, be- 
tween Maine and Massachusetts. It is 
now and probably will continue to be 
self-supporting by a wide margin. 
Since the turnpike serves such a heavy 
volume of interstate traffic, especially 
of trips originating and terminating 
outside the state, this is probably a case 
in which it can be demonstrated with 
relative ease that the toll principle max- 
imizes the benefits of both out-of-state 
users and resident vehicle-owners who 
by and large do not use the facility and 
do not pay for its support. 

Connecticut and Westchester County 
Parkways. These parkways are not 
“pure” toll roads in two senses: (1) 
they have been heavily subsidized; and 
(2) they do not have toll gates at all 
interchanges, but merely have toll 

12 Engineering News-Record, August 30, 1951, p. 
17. 


13 The new New Jersey turnpike is operating with 
a full length fare of about 1.5 cents per mile. 
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plazas (of the type used on toll bridges) 
strategically located at several points 
where avoidance is inconvenient. The 
Merritt Parkway (38 miles long, 
opened in 1940) was constructed with 
funds provided by a $15 million bond 
issue serviced from regular user tax rey- 
enues, a $6 million grant from user tax 
funds, and a $400,000 P.W.A. grant. 
The only costs met from toll receipts 
are direct toll collection costs. The net 
receipts have been used for the progres- 
sive extension of the Wilbur Cross 
Parkway, now 29 miles long, and have 
amounted to only about 30 per cent of 
the total construction costs. The tolls 
—two 10-cent toll stations over the en- 
tire length—will be continued to pro- 
vide funds for the further extension of 
the parkway system and eventually will 
be used to service outstanding debt for 
the two parkways. It can be seen that 
the tolls are not designed for self-sup- 
port, but rather to provide some addi- 
tional funds for highway construction 
without being overly objectionable to 
either long or short-haul traffic and to 
tax out-of-state vehicles which do not 
need to buy gasoline in the state (because 
of its small size), but do use its roads 
extensively. 

The Westchester County Parkways, 
which also employ 10-cent toll plazas 
at strategic locations, were originally 
constructed with federal aid as free 
roads. The tolls were imposed in part 
as retaliatory moves in response to the 
tolls collected on the Connecticut Park- 
ways, and in part in order to tax New 
York City vehicle operators for theit 
use of Westchester roads built partially 
with funds collected from local prop- 
erty taxes. The only debt service fe- 
quirement is the servicing of the $2,- 
500,000 bond issue which provided 
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funds to reimburse the federal gov- 
ernment for its contribution to the con- 
struction costs, since federal aid projects 
are required to be toll-free. The other 
construction costs are not amortized, 
and the county nets a_ substantial 
amount annually. Thus neither these 
nor the Connecticut roads can be taken 
as indicators of the potential for toll 
road self-support. In fact, aside from 
the Maine experience, existing toll facil- 
ities shed little light on prospects for 
other proposed toll roads. 

Other important toll roads. The 
118-mile New Jersey Turnpike, which 
cuts across the state from the vicinity 
of the George Washington Bridge to 
New York City to the approaches to 
the new Delaware Memorial Bridge to 
Wilmington, has recently been opened. 
This road is the highest cost toll facility 
now constructed or in prospect, largely 
because of the high costs of right-of- 
way acquisition in the densely popu- 
lated areas of northern New Jersey. 
There is every prospect that the road 
will be as successful as its Pennsylvania 
prototype, for the traffic volumes along 
parallel roads, especially truck traffic, 
are very heavy. As we will see shortly, 
even the Bureau of Public Roads study, 
which was generally bearish on the 
prospect for toll road self-support, in- 
dicated that a toll road along this route 
would probably be a financial success. 

The most ambitious toll road project 
to date is the New York State Thru- 
way, a 400-odd mile road whose main 
routes will be from Buffalo to Albany 
to New York. The Thruway is being 
constructed at a modest rate, financed 
by loans from the state highway 
agency. The pace of construction 
probably will be greatly accelerated 
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after the expected sale of Thruway 
bonds in the near future. 

Two smaller toll projects were under 
construction when this article was 
written: (1) the 17-mile Denver to 
Boulder Colorado Turnpike; and (2) 
the Oklahoma City to Tulsa Oklahoma 
Turnpike. 

Bureau of Public Roads study. Sec- 
tion 13 of the Federal Aid Highway 
Act of 1938 directed the Chief of the 
Bureau of Public Roads to investigate 
the feasibility of the construction and 
toll operation of three east-west and 
three north-south superhighways across 
the United States. The Bureau sur- 
veyed routes totaling 14,336 miles, esti- 
mating the total construction cost at 
about $2.9 billion."* All cost and rev- 
enue estimates were prepared on the basis 


‘of the 75 individual sections, averaging 


191 miles in length, into which the pro- 
posed highways were divided. Average 
annual costs for the first 15 years of 
operation of the system were estimated 
on the basis of a 30-year bond issue 
bearing interest at the rate of 2.6 per 
cent, financing arrangements strikingly 
similar to those employed in connection 
with recent toll roads. All other costs 
—construction, operation, and main- 
tenance—were of course based on the 
low price levels then prevailing, applied 
to high design highways. 

Estimates of toll revenues were based 
on assumed tolls of one cent per mile 
for passenger automobiles and 3.5 cents 
for trucks and buses (exactly those 
planned for the New York State Thru- 
way).'° Traffic volumes were esti- 
mated by utilizing actual traffic counts 
for the parallel free roads in 1937, and 


14 Toll Roads and Free Roads, p. 1. 
15 Jbid., p. 2. 
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reducing this traffic, first, by those 
short-trip vehicles excluded because of 
the limited-access nature of the roads 
(a substantial portion, since most motor 
vehicle trips are short), and second, by 
those vehicles excluded by unwilling- 
ness to pay the toll.’° The resultant 
figures were then inflated by a predicted 
trend in total vehicle miles of travel 
from 1937 to 1960, with the trend fig- 
ure augmented for certain factors 
unique to such highways.’* The trend 
prediction made in the study has proved 
to be surprisingly accurate: the indi- 
cated index figure (1937=100) for 
1948 was 144, and the actual figure 
turned out to be 148. For 1960, traffic 
about 15 per cent greater than that 
predicted could be safely expected. On 
the other hand, construction costs for 
highways in general just about doubled 
in the decade from 1937 to 1948, and 
increased even more than that for high 
design roads including a large mileage 
of major structures..* The design 
standards adopted in the Bureau’s study 
were in some respects higher than those 
for existing and planned toll highways 
(for example, curvature and sight dis- 
tances). On balance, however, they 
were lower than those typical, since 
four-lane divided pavement amounted 
to only about 15 per cent of the total 
mileage of the system and was provided 
only on the sections where 1960 traffic 
was estimated to be in excess of 1,500 
vehicles per day.”® 


16 Ibid., pp. 20-24. 
17 [bid., pp. 33-34. 


18 Bureau of Public Roads, Highway Statistics, 
1948 (Washington: Government Printing Office, 
1950), p. 121. 


19 Toll Roads and Free Roads, pp. 34-41, 48. 
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Thus, in over-all effect, with higher 
cost indices than estimated and higher 
design standards, conditions today 
would seem considerably less advan. 
tageous in terms of the possibility of 
self-support for toll roads. Even under 
the 1939 estimates, only two sections, 
totaling 172 miles in the vicinity of 
New York City, were found to be cap. 
able of full self-support (annual rey- 
enues equal to or greater than annual 
costs, for each section), sections 
amounting to another 666 miles were 
92 to 83 per cent self-supporting, and 
sections amounting to more than 10,- 
000 miles were less than 50 per cent 
self-supporting.*” The sections having 
the highest ratios of revenues to costs 
were, with two exceptions, on the route 
between Washington, D. C., and Port- 
land, Maine (through Baltimore, Phila- 
delphia, New York, New Haven, and 
Boston). It is interesting to note that 
most of the mileage of four-lane high- 
ways for which the ratio was high cor- 
responds to already existing or planned 
toll highways. 

As Owen and Dearing demonstrate, 
the Bureau’s estimates of willingness to 
pay tolls, based as they were on the low 
levels of income prevailing in the 
1930’s, are too low and produced some 
overly conservative estimates of total 
trafic—notably for the sections cor- 
responding to the Pennsylvania and 
Maine Turnpikes.7* Nevertheless, the 
Bureau’s evidence suggests the possibil- 
ity that there are not many unexploited 
opportunities for successful toll roads. 
This evidence, combined with the very 
limited extent of full self-support on 


20 Ibid., pp. 82-83. 
21 Owen & Dearing, op. cit., pp. 141-142. 














L. V 


gher 
day 


r of 
ader 
ons, 
Y of 
cap- 
rev- 
nual 
ions 
vere 
and 
10,- 
cent 
ving 


ute 
ort- 
iila- 
and 
that 
igh- 
cor- 
ned 





No. 2] 


the part of existing toll roads, indicates 
that the financial prospects of proposed 
toll roads, especially those in less densely 
populated areas, should be subjected to 
the most careful scrutiny. It is quite 
possible that popular enthusiasm for 
the toll road “‘ solution ” will encourage 
state governments to undertake toll 
projects which not only fail to repre- 
sent the optimum use of resources and 
the optimum system of user financing, 
but also are submarginal from the 
standpoint of the prospects for financial 
success. Should this occur on a large 
scale, the consequences may be sadly 
reminiscent of those flowing from the 
early nineteenth century boom in 
“ self-liquidating ” transportation im- 
provements. 


Conclusion 


There can be no doubt that toll roads 
capable of financial self-support, along 
limited mileages of main rural routes, 
provide an expedient solution to some 
elements of the critical highway prob- 
lem. What is doubtful is whether 
the toll method provides the best solu- 
tion, that is, the allocation of resources 
among different kinds of highway im- 
provements and the over-all system of 
highway-user charges that will maxi- 
mize the net benefits to users. If all 
proposed toll roads which present a 
prospect of financial success were con- 
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structed in the immediate future, the 
obviousness of the urgent need for re- 
allocation of user tax revenues among 
free road systems would be reduced, 
and existing inequities would be aggra- 
vated. Many urban highway improve- 
ments, some of which are of very 
highest priority (that is, would have the 
greatest number of vehicle miles of 
traffic per dollar invested), would have 
to be postponed, perhaps indefinitely. 
Furthermore, in some cases main rural 
roads of somewhat lower standards 
might be a better buy for users. Fi- 
nally, the increase in borrowing for 
highway construction which is asso- 
ciated with toll financing may, through 
its cycle-aggravating effects, offset the 
advantages to users of somewhat more 
rapid improvement of some of the main 
roads. 

In summary, the fact that a pro- 
posed toll road may be self-supporting 
provides no automatic justification for 
its construction in boom periods. What 
is required in each case is an analysis of 
the costs and benefits vis-a-vis the costs 
and benefits from alternative highway 
policies. Although there have been cases 
and undoubtedly will be other instances 
in which the toll road solution is the 
best one, an indiscriminate toll road 
boom, far from offering a panacea, may 
in fact reduce the net benefits accruing 
to the largest groups of users. 








A FISCAL PROGRAM FOR HIGH-LEVEL 
MOBILIZATION 


ELMER D. FAGAN * 


N THE FORMULATION of this 
fiscal program for high-level mobili- 
zation, chief consideration is given to 
the questions which follow: 
(1) Is it possible to prevent inflation 
during high-level mobilization 
by fiscal measures alone? 


(2) Which fiscal measures or com- 
bination of fiscal measures 
would be most effective in the 
mitigation of inflationary pres- 
sures, and, at the same time, con- 
tribute most toward the attain- 
ment of 
(a) desirable resource allocation, 
(b) equitable distribution of fis- 

cal burdens, and 
(c) postmobilization stability? 


The answer to the first of these ques- 
tions is “no.” At high-level mobiliza- 
tion the huge expenditures in the gov- 
ernment sector would be accompanied 
by short supply in the civilian sector. 
Inflation would follow unless an in- 
crease in total spending (government 
plus private) could be prevented. An 
increase in total spending could be pre- 
vented only by a decrease in private 
spending of a magnitude equal to the 
increase in government spending. 


* The author is professor of economics at Stan- 
ford University. 


It is unreasonable to expect that this 
equality could be produced by fiscal 
measures alone. There are two main 
reasons for this belief, namely, (1) the 
multiplier effect of government spend- 
ing even under a balanced budget, and 
(2) the stupendous sum of liquid assets 
which, in addition to the swollen stream 
of current personal income, supplies the 
funds for the maintenance of private 
spending.’ 

It is highly improbable that a bal- 
anced budget could be maintained at 
high-level mobilization. But even if 
this could be done, private spending 
would not be decreased by an amount 
equal to the increase in government 
spending. The extraction of a given 
sum by taxation would not decrease 
private spending by an equal amount 
unless the marginal propensity to spend 
of taxpayers were equal to one. Now 
the distribution of personal income in 
the United States is such that an 
amount of revenue adequate for the fi- 
nancing of high-level mobilization 


1For a discussion of the nature and probable 
magnitude of inflationary pressures during a full- 
scale mobilization of our economy, see E. S. Shaw 
and L. Tarshis, “A Program for Economic Mobili- 
zation,” American Economic Review, Vol. XL 
(March, 1951), pp. 30-50; and T. Scitovsky, E. 5. 
Shaw, and L. Tarshis, Mobilizing Resources for Wer 
(New York: 1951). 
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could not be raised without the extrac- 
tion of revenue from taxpayers who 
would reduce their spending in the 
main by somewhat less than the amount 
of their taxes. That is to say, the mar- 
ginal propensity to spend of taxpayers 
generally would be less than one. Since 
the government would spend the entire 
amount of tax revenue, total spending 
would be increased as a result of the 
combined effect of the extraction and 
spending of the tax revenue. In a full 
employment economy this increase in 
total spending would generate addi- 
tional dollar income without, of course, 
generating additional real income of an 
appreciable amount. If the marginal 
propensity to spend of the recipients of 
the government expenditures were ex- 
actly equal to the marginal propensity 
to spend of the taxpayers, the increase 
in dollar income would be equal in 
amount to the tax revenue extracted.” 
The maintenance of a balanced bud- 
get at high-level mobilization would re- 
quire tax rates well in excess of the 
highest rates which were used in either 
the United States or the United King- 
dom during World War II.* These 
rates, particularly those levied by the 
United Kingdom, are probably as high, 
if not higher, than any which it would 
be politically possible or economically 
desirable to impose in this country dur- 
ing either mobilization or all-out war. 
The preceding discussion leads to two 
conclusions: (1) that during high-level 
mobilization inflation could not be pre- 
vented by fiscal measures alone; and 


2 An explanation of this fiscal relationship is given 
by T. Haavelmo, “ Multiplier Effects of a Balanced 
Budget,” Econometrica, Vol. 13 (Oct., 1945), pp. 
311-18, 


3 See Scitovsky, Shaw, and Tarshis, op. cit., p. 80. 
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(2) that a balanced budget could not 
be maintained and deficit financing 
would therefore be inevitable. 


The existence of over $250 billion of 
liquid assets, of which approximately 
73 per cent is held by individuals, 
greatly decreases the effectiveness of 
conventional fiscal measures as controls 
over the volume of private spending.* 
For example, if current personal income 
were drained off by income taxation, 
liquid assets would rush in to fill the 
vacuum. If fiscal measures are to miti- 
gate inflationary pressures they must 
greatly reduce the volume of liquid as- 
sets either by taxation or by govern- 
ment borrowing of a form which would 
force liquid assets into illiquid govern- 
ment securities. 


A capital levy, a sales tax, and a 
spendings tax appear to be the principal 
forms of taxation which would be ef- 
fective in reducing or discouraging the 
private spending of liquid assets.° The 
economic, political, and ethical objec- 
tions to the imposition of a capital levy 
during a period of mobilization are ob- 
vious and call for no further discussion 
in this brief paper. The exclusion of 
the capital levy leaves the sales tax, the 
spendings tax, and government borrow- 
ing as the remaining fiscal means for 
the reduction of private spending 
through the reduction of the volume 
of liquid assets. And while these three 


4 Federal Reserve Bulletin, July, 1951, p. 807. 


5A program of death and gift taxation of the 
type suggested by the late Professor Henry Simons 
in his Personal Income Taxation, Chap. VI, could be 
made much more helpful than our present method 
as a means of decreasing private demand through its 
effect upon wealth. It seems highly improbable, 
however, that really significant changes will be made 
in our existing method during the present mobiliza- 
tion program. 
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measures might be expected to reduce 
appreciably this source of inflationary 
pressure, they could not be expected to 
eliminate it. 

Since it has been shown above that 
it is unreasonable to expect inflation to 
be prevented by fiscal policy alone, our 
second question logically arises: Which 
fiscal measures or combination of fiscal 
measures would be most effective in the 
mitigation of inflationary pressures and, 
at the same time, contribute most to- 
ward the attainment of (1) desirable 
resource allocation, (2) equitable dis- 
tribution of fiscal burdens, and (3) 
postmobilization stability? 

The effectiveness of fiscal measures as 
means to the ends which were set forth 
in the preceding paragraph depends 
primarily upon the ability of these 
measures to prevent an increase in total 
spending (private plus government). 
The inevitable increase in government 
spending could be checked to some ex- 
tent by (1) keeping nondefense spend- 
ing to a reasonable minimum at all 
levels of government, (2) streamlining 
governmental agencies, and (3) the 
adoption of the most efficient methods 
of military procurement. 

Private spending must be reduced by 
fiscal measures which will effectively 
decrease the two main sources of private 
demand—current personal income and 
liquid assets. 

The first of these sources, current 
personal income, can be reduced most 
effectively by a personal net income tax. 
Since this tax is not likely to be shifted, 
it affords the highest probability of se- 
curing the most desirable quantitative 
and qualitative reduction in private 
spending, particularly if its rate struc- 
ture is framed with an eye on such 
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statistical data as total personal income, 
marginal propensity to consume, and 
spending patterns in different income 
groups. If sole reliance for the reduc- 
tion of current personal income were 
placed upon the personal net income 
tax, its rates would have to be stiff in- 
deed in the lower and middle income 
brackets since the bulk of personal in- 
come is received and spent by consumer 
units in these brackets. 

This necessity points out a significant 
limitation to the personal net income 
tax as a means of closing the inflation- 
ary gap. Rates which would be ap- 
propriate for this purpose would have 
to violate the principle of ability-to- 
pay. A truly anti-inflationary rate 
schedule would result in grave inequal- 
ities in consumption out of current per- 
sonal income. These inequalities would 
be accentuated by the ability of many 
consumers, especially those in the high 
income brackets, to maintain consump- 
tion out of liquid assets. In a study 
which is based upon realistic assump- 
tions and characterized by careful 
quantitative projections, Professors 
Shaw and Tarshis have estimated that 
even after taxes at World War II levels, 
households in the top three or four de- 
ciles of the income distribution would 
be capable of taking from the market 
the entire output of consumption goods 
which could be produced under con- 
ditions of high-level mobilization with- 
out drawing on liquid asset accumula- 
tions.® 

A truly anti-inflationary rate sched- 
ule on the demand side would most cer- 
tainly lessen incentive to produce, and 
thereby cause a decrease in supply. Ex- 
cessively high rates in the lower and 


6 Shaw and Tarshis, op. cit., p. 33. 
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middle income brackets would probably 
give rise to successful demands for wage 
increases, and thereby set off an infla- 
tionary spiral. 

From the preceding discussion, it is 
clear that the personal net income tax 
alone could not be made to produce the 
desirable quantitative and qualitative 
decrease in private spending during 
high-level mobilization. Its effective- 
ness as an anti-inflationary weapon 
could be increased significantly, how- 
ever, and without the sacrifice of either 
its ethical or economic merits. 

The equity of the personal net in- 
come tax at any given revenue yield 
could be increased by the adoption of 
the following: (1) the averaging of net 
income over a reasonable period, say 
five years; (2) the treatment of capital 
gains (and losses) as ordinary income 
(and losses), with the following excep- 
tion: gains (and losses) from the sale 
of capital assets held for longer than 
one year would be measured as value 
increments (or decrements), not as 
price increments (or decrements) ;* 
(3) the elimination of the double taxa- 
tion of corporate dividends; and (4) 
the use of more effective means of clos- 
ing loopholes through which an ap- 
preciable amount of personal net in- 
come now escapes taxation. 

In addition, the repressive effect of 
the personal net income tax at any 
given revenue yield could be decreased 
by the substitution of totality progres- 


TValue increments are price increments which 
have been adjusted for changes in the cost of living 
index that might have occurred during the period 
through which the capital assets were held. In 
other words, price increments are increments caused 
by a decrease in the value of money. Value in- 
Crements represent an increase in the relative value 
of specific assets. 
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sion for bracket progression.* The 
latter, unlike the former, focuses the 
attention of the taxpayer on marginal 
income and marginal tax rates rather 
than upon average income and average 
tax rates. If totality progression were 
combined with the averaging of net in- 
come over a reasonable period of years, 
the relation between tax burden and 
the supply of effort or risk-taking or 
both would become much less direct 
than under our present form of income 
taxation.® 

Since great and rapid economic 
changes will probably take place as 
mobilization proceeds from low to high 
levels, the flexibility of tax rates would 
increase greatly the effectiveness of the 
personal net income tax as an anti-in- 
flationary weapon and also as a means 
to the attainment of more effective re- 
source allocation and greater equality 
in private consumption financed out of 
current income. 

In earlier sections of this paper it has 
been shown that the ethical and eco- 
nomic merits of the personal net in- 
come tax would be sacrificed to an ap- 
preciable degree if it were expected to 
carry too much of the fiscal burden. 
It is primarily for the purpose of de- 
creasing the burden of the personal net 


8 The writer is aware of the “notch problem” 
involved in totality progression. It is clear, however, 
that this problem could be solved by the construc- 
tion of an appropriate rate schedule. 

The distinction between totality progression and 
bracket progression is the same as the distinction 


total taxes 


between average rates, i.e., and marginal 


total income 


A taxes 


rates, ie., at each several point on the 


A income 
income scale. 


® The importance of this point has been noted by 
Ursula K. Hicks, Public Finance (London: 1947), 
pp. 214-17. 
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income tax that the corporate net in- 
come tax should be given an important 
role in fiscal policy during high-level 
mobilization. 

The effectiveness of either a normal 
corporate net income tax or an excess 
profits tax as a means of decreasing 
private demand is limited to some ex- 
tent because the bulk of dividends is 
received by individuals with relatively 
large incomes, and because the marginal 
propensity to consume of such individ- 
uals is relatively low.’® This would be 
true, of course, under the assumption 
that the corporate net income tax were 
not shifted. And the weight of con- 
temporary evidence and opinion appears 
to support the theory that, in the main, 
the direct financial burden of the 
corporate net income tax is on the 
owners of the corporation. 

Although the marginal propensity to 
consume of the recipients of corporate 
net income is relatively low, it is well 
above zero. This fact, together with 
the huge total of dividends received, 
makes it reasonable to believe that the 
extraction of revenue by a corporate 
net income tax at a reasonably high 
rate, say a proportional rate of 50 per 
cent, would still drain off an appreciable 
amount of funds from the consumer- 
goods market." 


10 This brief article is not the place to present a 
comprehensive case for the exclusion of an excess 
profits tax in a fiscal program for high-level mobili- 
zation. In brief, this form of taxation has been 
excluded for the following reasons: (1) its adminis- 
trative difficulties, particularly those associated with 
the problem of the satisfactory determination of 
“normal profits,” (2) its repressive effect on pro- 
duction, (3) its unequal impact and pressure on dif- 
ferent firms, and (4) the uncertainty of our knowl- 
edge concerning the incidence of corporate income 
taxation at very high rates. 


11 Even under a prolonged period of high-level 
mobilization it appears improbable that a change 
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Since the corporate net income tax is 
an impersonal tax, its burden falls upon 
real persons without regard to their 
ability to pay. This basic ethical de- 
fect is not mitigated by the use of pro- 
gressive rates in corporate net income 
taxation. In fact, progressive rates 
serve only to penalize efficiency or big- 
ness or both.” The effectiveness of the 
corporate net income tax as a supple- 
ment to personal net income taxation 
could be maximized by the adoption of 
the following suggestions: (1) in the 
calculation of corporate net income for 
purposes of taxation, the government 
should permit, in addition to bond in- 
terest and other legitimate costs of pro- 
duction, the deduction of dividends 
which are taxable under the personal 
net income tax, and (2) the corpora- 
tion should withhold the personal net 
income taxes on bond interest and divi- 
dends, at one of the lower personal net 
income tax rates. 





should occur in the income-consumption ratio of a 
magnitude which would make this position unten- 
able. 

It seems unlikely that a corporate net income tax 
at the proportional rate of 50 per cent would play 
an important role either as a deflationary or infla- 
tionary force through its direct effect upon corpo- 
rations’ demand for investment goods. In the pro- 
gram which is proposed in this paper, fiscal policy 
would attempt to influence corporate and noncorpo- 
rate demand for investment goods only indirectly 
through the effect of such policy on the demand for 
consumer goods. This does not imply that direct 
nonfiscal governmental control of demand might not 
be necessary in the case of critical shortages of in- 
vestment goods vital to the mobilization program. 


12 A strong case could be made, however, for the 
taxation of small corporations at lower rates than large 
corporations. This matter received careful considera- 
tion in the framing of the bill which was passed by 
the House of Representatives, but rejected by the Sen- 
ate, in connection with the passage of the Undistrib- 
uted Profits Tax of 1936. The House Ways and Means 
Committee and the Senate Finance Committee Hear- 
ings on this tax contain extensive and valuable in- 
formation cn the question of rate discrimination be- 
tween small and large corporations, etc. 
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The adoption of the first of these 
suggestions would eliminate the double 
taxation of corporate dividends. This 
would not only increase the equity of 
the personal net income tax but would 
also tend to stimulate production and 
improve corporate financial structure.’ 
The second suggestion, if adopted, 
would increase the effectiveness of the 
personal net income tax as an anti-in- 
flationary measure by the elimination 
of the present time lag between the re- 
ceipt of an appreciable amount of divi- 
dend and bond-interest income and the 
extraction of personal net income taxes 
therefrom. 


The taxation of corporate net in- 
come at a fairly high proportional rate, 
say 50 per cent, probably would be high 
enough to help check the demand for 
wage increases by certain labor leaders 
who, because of their failure to dis- 
tinguish between the corporation per se 
and the owners of the corporation, in- 
sist that the corporate profits melon be 
shared with the government in the 
form of taxes and/or with workers in 
the form of higher wages. It is ad- 
mitted, however, that the 50 per cent 
rate might be less effective in this re- 
spect than the present combined normal 
and excess profits taxes on corporations. 

Sales taxation, unlike the taxation of 
net income, either personal or corporate, 
restricts private spending whether the 
spending is financed from current in- 
come or wealth (liquid assets, etc.). 


13 Under our present practice of the double taxa- 
tion of corporate dividends there is a tax bias in 
favor of bond financing vs. stock financing. This 
makes for larger corporate indebtedness and larger 
fixed costs in terms of bond interest. These are 
factors which increase corporate financial stringency 
and distress in bad times. This point has been 
stressed by George O. May in Crum, Fennelly, and 
Seltzer, Fiscal Planning for Total War, p. 204. 
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This advantage of sales taxation is more 
than offset, however, by its disadvan- 
tage if the tax is general. The extrac- 
tion of sales tax revenue would, it is 
true, restrict aggregate consumer de- 
mand. It is unlikely, however, that it 
would sufficiently reduce the demand 
for certain basic necessities, important 
items in the cost of living, to offset the 
tax-induced increases in their supply- 
prices. Therefore, the prices of such 
goods would probably rise. This in- 
crease in the price of necessities could 
easily generate a wage-price spiral. 
And if the extraction of the sales tax 
revenue failed to produce a wage-price 
spiral, the combined effect of the ex- 
traction and the expenditure of the 
sales tax revenue would be an upward 
pressure on the general price level."* 

This inflationary feature is not the 
only objectionable characteristic of the 
general sales tax. This tax also violates 
the principle of ability-to-pay. It is a 
familiar fact that a general sales tax 
with a proportional rate on sales is, 
nevertheless, highly regressive with re- 
spect to net income. 

The most objectionable feature of 
the general sales tax, namely its regres- 
sivity, could be eliminated, of course, 
by the exemption of food. This ex- 
emption would have the effect of mak- 
ing a flat-rate ad valorem sales tax pro- 
portional with respect to net income as 
well as to sales over a very wide range 
of income. The exemption of food 
would also reduce the danger of tax in- 
duced inflation. 

In the absence of a progressive spend- 
ings tax, a strong case can be made for 
the adoption of a sales tax (food ex- 
empted) during high-level mobiliza- 


14 The reasoning upon which this statement is 
based has been presented above, pp. 120 and 121. 
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tion.'® If such a tax were adopted by 
the federal government, it would seem 
wise, in the interest of administrative 
simplicity, to levy the tax on manu- 
facturers rather than on either retailers 
or wholesalers.'® 

Either with or without a progressive 
spendings tax there appears to be a place 
for a selective progressive ad valorem 
sales tax on consumer goods, the pro- 
duction of which requires manpower 
and materials of a type badly needed 
for the production of defense goods. 
Such a tax would be particularly help- 
ful in the early stages of mobiliza- 
tion when it is so highly important to 
divert resources from the production of 
civilian goods to the production of mili- 
tary goods. The need for this form of 
taxation would be lessened, but not en- 
tirely eliminated, by the use of direct 
controls for the attainment of appro- 
priate resource allocation. The tax 
would increase the effectiveness of the 
direct controls unless they prohibited 
sales in the civilian sector. 

The spendings tax, like the sales tax, 
tends to check private spending 
whether the spending is financed from 
current income or from wealth. The 
spendings tax is, therefore, a particularly 
effective means of mitigating the infla- 
tionary pressure which stems from the 
private spending of liquid assets. 

In several respects, the spendings tax 
is especially attractive in a period of 
high-level mobilization. Its attractive 
features are the following: 


15 The characteristics of a progressive spendings 
tax which establish its superiority over either a gen- 
eral sales tax or a sales tax with food exempted are 
presented in the next column. 


16 The taxation of sales at retail would be pref- 
erable if all or nearly all the states levied retail 
sales taxes and if the states were willing to cooperate 
with the federal government in the collection of 
sales tax revenue. 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


| VoL. V 


The spendings tax would dis- 
courage directly the inflationary 
act of private spending for con- 
sumer goods and services. 


Since the tax would be a per- 
sonal tax measured by expend- 
iture for consumption, basic ex- 
emptions could be established 
which would have regard for the 
domestic circumstances of the 
taxpayer and which would pre- 
vent the standard of living 
being reduced to a level which 
would impair productive eff- 
ciency. 

Consumer expenditures above 
the established exemptions would 
be taxed at progressive rates. 
This progressivity would in- 
crease significantly the effective- 
ness of the spendings tax in re- 
stricting consumer spending by 
the wealthy. 


Unlike the sales tax, the spend- 
ings tax would not increase sup- 
ply-prices. There would be no 
reason, therefore, why the latter 
should set off an_ inflationary 
wage-price spiral or exert pres- 
sure on price ceilings in the 
event of the existence of such 
price controls. 


Since the spendings tax would 
cover spending for both con- 
sumer goods and _ services, it 
would reach as large an amount 
of consumer spending as a gen- 
eral retail sales tax, and a con- 
siderably larger amount than a 
retail sales tax with food ex- 
empted. 

The spendings tax could be ad- 
ministered in a manner that 
would eliminate the objection- 
able time lag which has featured 
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certain of the earlier spendings 
tax proposals." 


The merits of the progressive spend- 
ings tax which have been listed above 
must surely insure it an important role 
in a period of high-level mobilization— 
particularly in an economy in which 
private demand is strongly supported 
by a gigantic accumulation of liquid 
assets. In such an economy, the favor- 
able features of the spendings tax 
would be of a number and quality 
which would clearly establish its su- 
periority over either a general sales tax 
or a sales tax with food exempted. 


In an early section of this paper it 
was concluded that deficit financing 
would be inevitable at high-level mobi- 
lization. Even if deficit financing were 
not inevitable, it would be desirable if 
it Were necessary to prevent taxation at 
levels which would produce: (1) undue 
discouragement to incentives to pro- 
duce, (2) tax evasion, (3) encourage- 
ment to dissaving, and (4) the accen- 
tuation of inequalities in consumption 
as between low and medium income re- 
ceivers on the one hand, and large in- 
come receivers who hold the bulk of 
liquid assets, on the other. 

This critical level of taxation would 
be reached in the face of mounting net 
savings of households and_ business. 
These net savings in the private sector 
would correspond, of course, to the 
deficit in the government sector. 


17 For two excellent discussions of the spendings 
tax which include, among other significant points, 
Suggestions for putting a spendings tax on a pay-as- 
you-go basis, see T. Scitovsky, “‘ The Political Econ- 
omy of Consumers’ Rationing,” Review of Economic 
Statistics, Aug., 1942; and A. G. Buehler, “ Taxing 
Consumer Spending,” Bulletin of the National Tax 
Association, XXVIII (Jan., 1943), pp. 123-28. 


18 For the reader to whom the terminology might 
be unfamiliar, it should be helpful to explain that 
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It has been estimated that total net 
savings of the individuals and business 
sectors of $467 billion, and a corre- 
sponding government deficit would ac- 
cumulate for the first six years of a 
high-level mobilization program, under 
federal personal net income tax rates of 
1944 and a 65 per cent corporation in- 
come tax.’ When either of these sums 
is added to the current stock of liquid 
assets of over $250 billion, the infla- 
tionary potentialities become frighten- 
ing. 

These figures make it crystal clear 
that government borrowing must 
transform a substantial volume of per- 
sonal liquid assets into illiquid govern- 
ment securities. And the experience of 
the Treasury’s borrowing operations 
during World Wars I and II, leads to 
the conclusion that an adequate trans- 
formation from liquid assets into il- 
liquid government securities could not 
be effected by voluntary loans alone. 
Clearly, compulsory loans would be re- 
quired. 

Compulsory loans would be dis- 
tinctly preferable to voluntary loans in 
a period of high-level mobilization for 
the following reasons: 

(1) Since volition would be on the 
side of the government in the 
case of compulsory loans, it 
would be possible for the gov- 
ernment to extract a larger 
amount of purchasing power 





“net savings” are receipts which are not respent 
during the fiscal period under consideration. Since 
total receipts equal total expenditures for the econ- 
omy as a whole (private sector plus government 
sector), it follows that an excess of receipts over 
expenditures, i.e., “ net savings,” in the private sector 
must be offset by an equal excess of expenditures 
over receipts, i.e., “‘ deficit,” in the government sec- 
tor. 


19 These data are from Scitovsky, Shaw, and 
Tarshis, op. cit., pp. 83-84. 
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from private individuals, as dis- 
tinct from banks and “ big in- 
vestors.”” 
Heavy reliance on borrowing 
from the banks would be highly 
probable under voluntary loans. 
Since bank loans would not re- 
duce private spending, the ex- 
penditure of the borrowed funds 
by the government would be 
highly inflationary. 
(2) The probability of securing an 
appropriate quantitative and 
qualitative decrease in private 
demand would be much higher 
in the case of a wisely planned 
program of compulsory loans. 
(3) A system of compulsory loans 
could be combined effectively 
with personal net income taxa- 
tion. 
(4) Compulsory loans would not 
give rise to undesirable social 
pressures which tend to arise 
under large programs of “ vol- 
untary ” borrowing.”° 
(5) Compulsory loans would make 
possible more effective govern- 
ment debt management because: 
(a) The type of government 
security could be dictated 
by such considerations as il- 
liquidity, service cost, and 
flexibility of redemption; 
and 

(b) Bond quotas could be as- 
signed with an eye to the 
promotion of economic 
stability by debt transfer 
payments both during and 
after the mobilization and/ 
or war period. 


20 For a discussion of the social pressures which 
were applied in the case of “ voluntary ” loans dur- 
ing World War I, see N. R. Whitney, Sale of War 
Bonds in Iowa (esp. Chap. V); and “ Borrowing 
with a Club,” New Republic, March 29, 1919. 
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Under a system of compulsory loans, 
the government could raise the bulk of 
its loan revenue through the sale of 
purchasing power bonds and annuities 
to private individuals. The purchasing 
power bonds would constitute the 
major form of government borrowing, 
In my opinion, these bonds should, be; 
(1) nonnegotiable; (2) ineligible per. 
manently for bank portfolios; (3) re 
deemable on call by the Treasury, or 
upon the request of bondholders after a 
period of, say, ten years in case of 
Series X bonds and of, say, 15 years in 
the case of Series Y, etc., and, in ad- 
dition, upon the request of bondholders 
at any time after date of issue upon 
proof that such privilege was necessary 
to prevent undue hardship; (4) re- 
demption price would be issue price ad- 
justed for changes in the cost of living; 
and (5) interest rate would be nominal, 
or perhaps zero. 


Such bonds should prove particularly 
attractive in a period in which rising 
prices had been experienced and in 
which further and significant price in- 
creases were expected. Other advan- 
tages of purchasing power bonds have 
been set forth by my colleagues Profes- 
sors Edward S. Shaw and Lorie Tarshis, 


who write: 


The bulk of [purchasing power bonds] 
would be allocated regressively by income 
level and would hence be useful in limiting 
the wartime increase in wealth inequalities 
In the postwar period they would tend to 
restrain both inflation and deflation. During 
inflation they would appreciate in money 
terms and limit dissaving. In deflation they 
would depreciate in money terms and en- 
courage dissaving.** 


An adequate treatment of the prob- 
lem of debt management is beyond the 


21 Shaw and Tarshis, op. cit., pp. 45-46. 
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scope of the present paper. No ex- 
tended argument is necessary, however, 
to support the contention that the out- 
standing federal debt should be made 
illiquid. Higher interest rates to 
holders of government bonds would be 
a necessary cost of effecting this ob- 
jective. The economic advantages of 
illiquidity would outweigh by far, how- 
ever, the increase in interest payments 
by the government. 

In the preceding pages various forms 
of revenue were examined in an at- 
tempt to determine which fiscal meas- 
ures or combination of fiscal measures 
would be most effective in the mitiga- 
tion of inflationary pressures, and at the 
same time contribute most toward the 
attainment of (1) desirable resource al- 
location, (2) equitable distribution of 
fiscal burdens, and (3) postmobiliza- 
tion stability. My conclusion is the fol- 
lowing: 
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The forms of revenue which would 
prove the most effective means to the 
desired ends would be those which 
would supplement most effectively the 
general economic system of mobiliza- 
tion which was adopted, for example, 
(1) the disequilibrium system, (2) the 
pay-as-you-go system, (3) expenditure 
rationing, etc. But, under amy general 
economic system of mobilization, the 
most effective and economically desir- 
able fiscal program for high-level mobi- 
lization would be based primarily upon: 
(1) the personal net income tax, (2) a 
progressive spendings tax (spendings on 
consumption goods and services), (3) 
the corporate net income tax, and (4) 
compulsory loans. The relative im- 
portance and principal functions of 
each of these forms of revenue would 
vary somewhat, of course, under the 
different general economic systems of 
mobilization. 











CATEGORICAL INEQUALITIES IN ASSESSMENT 
IN NEBRASKA, 1930-1950 


E. B. SCHMIDT * 


I 


INTRODUCTION 


PECIALIZATION as a rule pro- 
vides the basis for efficiency. 
Therefore, it might be expected that 
Nebraska, which in 1938 was advertised 
as the ““ White Spot ” of the nation be- 
cause it had no sales, income, or sever- 
ance tax, would provide an example of 
outstanding efficiency in the adminis- 
tration of its property tax. Paradoxi- 
cally, the assessment of property in Ne- 
braska is only short of chaotic. The 
numerous inequalities in assessment may 
be grouped into three major divisions: 
individual, regional, and those which 
we shall call categorical. This study is 
limited to the categorical inequalities, 
ie., the variations in assessment ratio 
between major classes of property. We 
shall attempt to show their nature and 
extent and to point out some of their 
consequences. 


* The author is professor of economics and chair- 
man of the department of economics in the College 
of Business Administration of the University of Ne- 
braska. Many of the data for the study were as- 
sembled and processed by Philip §. James, now a 
graduate fellow at the Wharton School of Finance 
and Commerce, Philadelphia, Pennsylvania. 


It is axiomatic that governments 
should seek to improve the administra 
tion of their taxes just as they should 
strive for high efficiency in making 
their expenditures. This obligation js 
most pressing when the tax structure 
rests upon a narrow base, for as tax 
rates rise there is a corresponding in- 
crease in the urge to evade taxation, 
Therefore, when the ownership of 
property serves as virtually the only 
measure of taxpaying ability,’ there 
should be a full listing of property, and 
the ratio of assessed value to sales value 
should be uniform not only from tax- 
payer to taxpayer but from property to 
property. 

The state has been only partially suc- 
cessful in securing legislation designed 
to improve tax administration. Coun- 
ties have been authorized to establish 
“ reappraisal committees ” * and county 
assessors have been put upon a full-time 


1 Nebraska’s general property tax is the only im 
portant source of revenue for state and local put 
poses that applies the ability-to-pay principle. This 
tax in 1950 supplied about $104 million out of 4 
total of about $140 million in state and local ta 
revenues. 


2 Revised Statutes of Nebraska, 1943, sec. 77 
1301. 
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basis. Douglas County has been pro- 
vided with a tax appraisal board.* Ef- 
forts to legislate such a board for Lan- 
caster County ® have been defeated as 
have efforts to provide a state tax ap- 
praisal board ° and to make county as- 
sessors appointive.’ The state tax com- 
missioner has been given sufficient 
appropriations to permit the employ- 
ment of six field men who assist the 
county assessors in discharging their 
responsibilities. Assessment standards 
for personal property, however, are still 
determined by the county assessors in 
their annual pre-assessment conferences. 
A number of counties have made deter- 
mined efforts to improve assessment, 
some through the employment of real 
estate appraisal firms*® and_ others 
through development of local organi- 
zations.” 

In Nebraska, market price is used as 
the index of actual value.’® It is pos- 
sible to have high quality assessment 
without maintaining full value assess- 


3 Ibid., 1947 Cumulative Pocket Part Supplement, 
sec, 32-211. 


4 Ibid., sec. 77-2501 to 2510. 


5 Legislature of Nebraska, 62d sess., L. B. 504. 
However, acting under authority of a general stat- 
ute, the county commissioners have now established 
a tax appraisal board which is expected to employ a 
property appraisal firm. 


SIbid., L. B. 514. 
TIbid., L. B. 502. 


8 Appraisal firms are making or have completed 
teappraisals in 17 counties. 


®Local personnel are making or have completed 
reappraisals in 33 counties. 


10The Nebraska Supreme Court has declared 
“actual value” to be value in the market in the 
ordinary course of trade. Novak v. Board of Equali- 
zation of Douglas County, 145 Neb. 664, 17 N. W. 
2d 882. 


ments, but a lack of uniformity of as- 
sessment ratios among different kinds 
of property is prima facie evidence of 
poor quality assessment. 

In a study of this kind, certain basic 
assumptions concerning the administra- 
tion of assessments must be made. In 
establishing existing assessment ratios it 
must be assumed that property owners 
make full disclosure concerning the 
quantity of each item of property on 
hand. Obviously, where quantities are 
discounted by one-half, the result is the 
same as though there had been a full 
disclosure but a 50 per cent level of as- 
sessment. We assume that in making 
assessments the assessor is guided by the 
statutes and not by his own preconcep- 
tions as to the proper aggregate assess- 
ment or level of assessments. Occasion- 
ally, however, administrative officials do 
consider themselves competent or obli- 
gated to assume the legislative function 
by establishing policies in such matters. 

We also assume that typical units are 
involved in actual sales. There are 
valid reasons for believing that this may 
not be true in the case of real estate at 
least. Farmers may hasten or delay 
their marketings of livestock in re- 
sponse to changing market conditions, 
thus affecting the composition of the 
supply on hand as of assessment day. 
However, in the absence of information 
indicating the amount of adjustment 
required to compensate for such varia- 
tions, any attempt to compensate must 
be purely arbitrary. 

Market conditions throughout the 
state at any particular time are assumed 
to be substantially uniform. Yet it 
seems fairly obvious that this is not al- 
ways the case. For example, in view of 
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the tendency for population to shift 
from farms and small towns to larger 
centers, it seems likely that real estate 
values will tend to be deflated in the 
former and inflated in the latter. But, 
in the absence of information concern- 
ing the extent of this influence, it must 
be assumed that for the state as a whole 
it balances out. 

Properties which have been selected 
for study and their changing relation- 
ships to the grand assessment roll are 
shown in the following tabulation: 


[ Von. V 


makes it possible to observe whether or 
not there is a tendency for the situation 
to improve. The procedure adopted in 
this study, therefore, is to determine the 
assessment ratio trends for each of the 
major property categories for the 21- 
year period ending in 1950. 


Farm Lands and Improvements 


Farm lands and improvements in 
1950 were assessed at slightly over $1 
billion and constituted almost 39 per 
cent of the state’s grand assessment roll, 








Total 








ce ee eee 0 i ee a ae 


Year Farm Realty City Realty Livestock Automobiles Grains 

1950 38.7% 19.8% 8.3% 7.5% 3.6% 778% 

1945 47.9 20.9 94 2.7 1.7 82.6 ‘ 
1940 53.7 22.1 46 27 1.0 84.2 

1935 56.2 22.0 45 14 6 84.7 

1931 57.0 20.4 4.2 19 8 84.2 


Source: Annual reports of the state tax commissioner. 


In 1931 these five property categories 
made up over 84 per cent of the grand 
assessment roll. As a group, they re- 
tained practically the same relative im- 
portance until 1944. Increases in other 
property assessments during the next 
six years reduced these properties to less 
than 78 per cent of the grand assess- 
ment roll in 1950. This naturally raises 
the question as to the relative quality of 
the 1931 and the 1950 assessments. 


II 
ASSESSMENT RATIO TRENDS 


A comparison of assessment ratios in 
any given year reveals only the extent 
of inequalities in assessment for that 
year. The year selected for examina- 
tion may always be abnormal. An as- 
sessment ratio trend analysis covering a 
series of years, on the other hand, not 
only reduces this possibility but also 


This property category is not only the 
largest but also the most difficult one 
for which to establish market price. 
Many farms remain under the same 
ownership for very long periods of 
time, while comparatively few change 
hands with a high degree of regularity. 
Furthermore, farmsteads lack the uni- 
formity that is characteristic of auto- 
mobile models, bushels of grain, or even 
city residences. Farms differ in size, 
location, soil fertility, and many other 
significant details which give them in- 
dividual character. 

An estimate of the annual market 
value of all Nebraska farm land from 
time to time is shown in Table 1. This 
estimate assumes that the relationship 
between sales and assessed values of 
farm lands that are sold is representa- 
tive for all real estate including that 
which remains unsold. A year to yeaf 
consistency in assessment ratios tends 
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to confirm this assumption. Farm real 
estate transfers have fluctuated from 
year to year both in number and in 
average size and value per unit, and 
perhaps in other significant details. 
Nevertheless, there does not appear to 
be a better index of market value for 
farm real estate than that established by 
actual sales. 


TABLE 1 


Estimate MARKET VALUE OF NEBRASKA FARM 
Rea Estate, 1930-1950 


Values in Millions 











Estimated 
‘ Assessed Assessment ~ ‘ 
Year Value * Ratio ft ee 
alue 
1949 $1,045 40 $2,613 
1946 1,020 56 1821 
1942 1,016 85 1,195 
1938 1,132 92 1,230 
1934 1,141 80 1,426 
1930 1,737 73 2,379 





*Compiled from annual reports of the state 


tax commissioner. 
tSee Table 2, Column 4. 


Aggregate farm real estate assess- 
ments experienced a sharp drop in 1932 
and again in 1933. Quantitatively, 
these assessments fell from $1,737 mil- 
lion in 1931 to $1,148 million in 1933, 
a reduction of about one-third. These 
reductions were made by the county 
assessors, acting independently, appar- 
ently with the intent to make assess- 
ments reflect the decline in farm land 
values resulting from the collapse of 
farm prices..1 Another reduction in 
farm land assessments amounting to ap- 
proximately 6 per cent of the 1931 
values was made in 1940. In view of 
the tendency for real estate assessment 


11 Report of the State Tax Commissioner, 1940, 
p. 133. 
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ratios to increase throughout the decade 
of the 1930’s, these reductions in assess- 
ment were not only justified but seem 
to have been unduly delayed. 

The period since 1941 has been one 
of rising real estate values. This is 
shown in Table 2 which presents a farm 
real estate price index based upon real 


TABLE 2 


Farm Reau Estate Price INDEX FOR 
NesrasKA, 1930-1949 














Average per Acre 
¥ Sold * Assess- Price 
ear ment Index ¢ 
Assessed Sales Ratio 
Value Value 
1949 $20.44 $50.89 40 199 


1948 20.56 47.54 43 184 
1947 20.08 4181 48 158 
1946 19.20 34.30 56 139 
1945 18.80 30.68 61 127 


1944 20.51 31.87 64 120 
1943 21.46 30.00 72 111 


1942 20.55 24.17 85 91 
1941 16.60 18.29 91 86 
1940 14.06 14.66 96 82 
1939 14.28 13.74 104 82 
1938 13.37 14.60 92 93 
1937 14.75 18.24 81 106 


1936 16.83 21.28 79 108 
1935 20.47 26.40 78 110 


1934 19.86 24.72 80 107 
1933 24.47 30.66 80 108 
1932 26.04 29.60 88 123 
1931 32.17 38.69 83 158 
1930 26.52 36.50 73 179 

*Compiled from Abstract Reports of State 
Taz Commissioner. 

+ Based upon Table 1, Column 4, with 1934 
to 1939 average as 100. 





estate transfers during the period. As- 
sessments might be expected to reflect 
rising prices during this period. Dur- 
ing the years from 1941 to 1950, how- 
ever, while average real estate sales 
prices were rising over 155 per cent, as- 
sessed valuations rose only 2 per cent. 
Assessors have been aware of these 
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changes in real estate values but the 
custom of carrying forward the prior 
biennial valuation in the case of real 
estate apparently has been so strong 
that no assessor has been willing to in- 
itiate an upward adjustment upon his 
own volition. The statutory provision 
which requires assessors to notify real 
estate owners of any increase in assess- 
ment tends to strengthen this custom. 
Consequently, real estate assessments 
are highly rigid, although the resistance 
to upward adjustment is somewhat 
greater than the resistance to downward 
revision. 

The rigidity of farm real estate as- 
sessments is reflected in an unstable as- 
sessment ratio. In 1930 the assessment 
ratio stood at 73. With the ensuing 
decline in farm land prices, the assess- 
ment ratio increased to over 100. In 
1939 farm lands sold for less, on the 
average, than the assessed value. With 
the continuous improvement in farm 
land prices since 1941, the assessment 
ratio has shown a steady decline reach- 
ing a low of 40 in 1949. In 1949 farm 
lands were selling, on the average, for 
two and one-half times the assessed 
value. 

The soundness of these conclusions 
depends, of course, upon the reliability 
of the data on farm real estate trans- 
fers. Although county officials report 
all real estate transfers, the number of 
acres sold annually is only a small per- 
centage of all farm lands, varying dur- 
ing the period under review from a low 
of .67 per cent in 1934 to a high of 5.1 
per cent in 1946. 

The reliability of the sales data would 
be strengthened materially if the size of 
the sample could be enlarged. This 
might be done by using a moving aver- 
age of sales over a number of years. 
However, the assessment ratio deter- 
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mined in this manner during a period 
of changing prices tends to obscure the 
extent of the discrepancy actually ex. 
isting between current values and a. 
sessed values. For example, in 1949 the 
actual assessment ratio for farm realty 
as determined by the sales for that year 
was only 40. A computation based on 
transactions of the past 20 years pro. 
duces an assessment ratio of 63. 


City Realty 


Town lots and improvements in 1950 
were valued at $536 million. This item 
has made up from 20 to 22 per cent of 
the grand assessment roll throughout 
the period covered by this study. 

City realty assessments display the 
same rigidity and major trends that are 
shown for farm realty. Except for a 
substantial general reduction in valua- 
tions from 1931 to 1933, isolated ad- 
justments have been confined to occa- 
sions when property improvements, 
destruction, or transfers have dictated 
a change in assessment. During the 
1930’s the sale of a property for less 
than its assessed value no doubt fre- 
quently served as the basis for requests 
for reduced assessments. Adjustments 
resulting from such requests probably 
explain the tendency for the average 
value per unit to decrease annually un- 
til 1940. The increase in the average 
value per unit since 1940 has been due 
largely to new construction. 

There is a close correlation between 
the total assessed valuation of city 
realty and the average assessed value 
per lot. This relationship is explained 
by the relative constancy in the total 
number of units. Both series show 4 
decline of almost 27 per cent from 1931 
to 1933 and an additional decline of 7 
per cent by 1940. From 1940 to 1950 
both series show an increase of only 
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12.6 per cent. In 1950 city real estate 
assessments were under the 1930 figure 
by 14 per cent. 

Data on city real estate sales have 
been available only since 1945. These 
data show a decline in the assessment 
ratio from 61 in 1945 to 27 in 1949. 
Since individual assessments are highly 
rigid, and since market values are influ- 
enced by physical deterioration and 
obsolescence on the one hand and in- 
creased demand on the other, the cur- 
rent tendency for the assessment ratio 
to decline indicates that the influence 
of market demand is much greater at 
present than that of depreciation and 
obsolescence. 

In 1949 urban real estate in Ne- 
braska was worth almost $2 billion but 
was assessed at only one-fourth of that 
amount. Its value has more than 
doubled since 1945. The year to year 
developments are shown in Table 3. 


TABLE 3 


EstIMATED MARKET VALUE oF URBAN REALTY 
IN NEBRASKA, 1945-1949 











In Millions 
ne Estimated 
Yeor yaiuation® ‘Ratiot Market 
. Value 
1949 $513 27 $1,899 
1948 494 30 1,646 
1947 468 32 1,462 
1946 463 38 1,234 
1945 442 61 724 





*Compiled from reports of the state tax 
commissioner. 


+ Based upon comparison of total sales price 
and total assessed value of city realty sold dur- 
ing the year. 


Livestock 


Livestock constitutes the third larg- 
est property category in Nebraska. In 
1950 it represented an assessment of al- 


most $224 million and made up over 8 
per cent of the grand assessment roll. 
The principal items of livestock were: 
cattle, $197 million; hogs, $23 million; 
horses and mules, $3 million; and sheep 
and goats, $1 million. 

Livestock classes must be studied in- 
dividually. This is because the prices 
in the markets do not move harmoni- 
ously. For example, the markets for 
cattle and hogs, while tending to move 
in the same general direction, fre- 
quently are subject to special influences 
which produce temporary deviations. 
The markets for horses and mules, on 
the other hand, reflect the long-run in- 
fluence of mechanization in agriculture. 
There is a stronger correlation between 
the prices of horses and mules than 
there is between the prices of cattle and 
hogs.’* These divergent tendencies are 
reflected in livestock prices. For ex- 
ample, between 1930 and 1950 the aver- 
age market price of cattle increased 
from $55 to $124 per head, whereas for 
horses the average market price per 
head dropped from $61 to $33. The 
decline in the market price for horses 
and mules provides an excellent ex- 
ample of the effects of obsolescence. 

Livestock assessments in Nebraska 
have been quite sensitive to changes in 
market price. In general, changes in 
market prices have been accompanied 
by corresponding changes in assessed 
value. The magnitude of the change, 
however, has not always been the same. 
This lack of complete harmony is re- 
flected in a moderate variation in as- 
sessment ratios.” 


12 The correlation from 1930 to 1950 between 
cattle and hogs assessments was less than 65 per 
cent; for horses and mules it was 98 per cent. 


13 The average deviation in yearly assessment 
ratios for both cattle and hogs between 1930 and 
1950 was 12. 
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There is also a lack of uniformity in 
the rate of assessment between cattle 
and hogs, the two major classes of live- 
stock. In 1950, cattle and hogs were as- 
sessed at 51 and 63 per cent of market 
value, respectively; both classes had 
been assessed at approximately 70 per 
cent in 1930. 
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parison suggests that only from 72 t 
81 per cent of cattle and from 35 t 
51 per cent of hogs are actually listed, 

Various explanations have been ad. 
vanced to account for the apparent 
fractional listing. Some believe it js 
due to the time lag between January | 
when the department of agricultur 


TABLE 4 
LivestocK ASSESSMENT AND ListinG Ratios, 1930-1950 




















Average per Head Number of Livestock ¢ 
Your Assessment . Listing 
Assessed Sales Ratio Listed by Official Ratio 
Value * Price ¢ Assessors * Estimate 7 
ba Sac ; Cattle + uae 
1950 $63.21 $124.00 51 3.1 3.9 79 
1945 50.13 61.80 81 3.2 42 7 
1940 30.98 41.20 75 2.2 29 75 
1935 23.38 18.00 130 2.5 3.2 77 
1930 38.50 55.00 70 2.5 3.1 81 
Hogs 
1950 $20.19 $ 32.00 63 1.1 2.5 45 
1945 17.87 26.90 66 1.0 26 39 
1940 5.30 8.70 61 9 24 37 
1935 8.55 6.10 124 9 2.0 43 
1930 10.78 15.60 69 2.0 5.0 40 





* Compiled from annual reports of the state tax commissioner. 
+ Data compiled from worksheets in the office of the Bureau of Agricultural Estimates of the 
U. 8S. Department of Agricultural Economics, Lincoln, Nebraska. 


tIn millions. 


The effects of underassessment are 
accentuated by fractional listing. For 
example, if a man who owns 100 goats 
lists only 77 goats, each at 51 per cent 
of value, the result is the same as 
though he had listed all 100 goats, each 
at 39 per cent of value. Fractional list- 
ing, however, does not justify a high 
level assessment. It would do so only if 
all property owners listed the same 
fraction of their properties, a most un- 
likely circumstance. The extent to 
which fractional listing of livestock oc- 
curs in Nebraska is not known. That 
it is considerable is suggested by a com- 
parison of the estimates of the federal 
agricultural department with the num- 
ber reported by assessors. This com- 


prepares its estimates and March 10 
when assessors make their listings. 
Others think it may be due to a prac- 
tice on the part of assessors who some- 
times list a cow-and-calf as only a cow 
and a sow-with-litter as only a sow. 
Still others believe there is a widespread 
practice on the part of livestock owners 
to move their animals outside the tax- 
ing jurisdiction in anticipation of the 
assessor’s visit in order to evade a full 
listing. A great deal of research would 
be required to determine the signifi- 
cance of each of these factors. 
Livestock assessments have fluctuated 
considerably over the 20-year period, a 
shown in Table 4. Hog assessments in 
1950 were approximately the same as in 
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1930, roughly $22 million; these as- 
sessments, however, reached a low of 
only $5 million in 1940. On the other 
hand, cattle assessments in 1950 were 
more than twice the amount of the 
1930 assessment, having reached a low 
of $48 million in 1933 and a high of 
$196 million in 1950. The year to year 
variation in total assessments has been 
greater for hogs than for cattle for 
several reasons: (1) the difference in 
the period of time required for supply 
to adjust itself to demand; (2) year to 
year variations in livestock market con- 
ditions; and (3) year to year variations 
in the supply of feeds and forage crops. 


Grains, Seeds, and Forage Crops 


Grains, seeds, and forage crops in 
1950 were assessed at $98 million and 
made up 4.62 per cent of the state 
grand assessment roll. Although these 
properties are still of minor importance, 
there has been considerable expansion 
since 1937 when they made up less than 
Y, per cent of the total assessment. A 
breakdown of this property classifica- 
tion for 1950 follows: 


ae $77 million 
NR Batre rides vs vse ds a * 
Other grains .......... | he 
Forage crops .......... lhe ame 
ME Fores vlads velco Rin, 2 


Corn and wheat alone make up over 93 
per cent of the total valuation. Any 
change in the quality of assessment of 
the remaining items is not likely to have 
a profound effect upon the total valua- 
tion. 

The assessed valuations of both corn 
and wheat show considerable variation 
from year to year (Table 5). Both 
valuations show a considerable drop in 
1932 over 1931, reflecting the decline 
in grain prices. During subsequent 
years the valuations have fluctuated 
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TABLE 5 


Grain ASSESSMENT Ratios IN NEBRASKA, 
1931-1950 


Listings and Assessments in Millions 














eee 
Jaluation* Assess- 
Year Publ SUNIOT Sale “rent 
er atio 
Total Bushel 

Corn 
1950 98 $76 =. $0.78 $1.18 66 
1948 37 55 1.50 2.12 71 
1946 32 25 79 1.13 70 
1944 32 25 77 1.03 75 
1942 49 29 59 65 88 
1940 31 13 A3 56 77 
1938 11 5 43 51 84 
1936 16 6 39 61 64 
1934 78 21 27 Al 66 
1932 33 6 19 30 63 
1931 42 14 34 46 74 

Wheat 
1950 10 $15 $1.49 $1.91 78 
1948 12 18 1.59 2.23 71 
1946 3 3 1.16 1.47 79 
1944 6 7 1.11 1.35 82 
1942 13 12 89 98 91 
1940 5 4 74 67 110 
1938 3 2 68 98 69 
1936 3 2 72 85 85 
1934 7 4 62 72 86 
1932 13 4 30 34 88 
1931 16 7 A5 59 76 





* Compiled from annual reports of the state 
tax commissioner. 

+ Data compiled from worksheets in the office 
of the Bureau of Agricultural Estimates of the 
U. S. Department of Agricultural Economics, 
Lincoln, Nebraska. 

t Computed by dividing assessed value per 
bushel by sales price per bushel. 


with changes in grain prices."* This 
tendency for prices and assessments per 
bushel to move together is reflected in a 
fairly stable assessment ratio.*® There 


14 The correlation between the per bushel market 
price and assessed value over the 20-year period for 
wheat and corn was .97 per cent and .98 per cent, 
respectively. 

15 The average deviation in the assessed value 
from market price over the period was .162 per cent 
for wheat and .378 per cent for corn. 
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is a tendency for wheat to be assessed 
at a somewhat higher percentage of full 
market value than formerly, while the 
assessment ratio for corn is approxi- 
mately the same in 1950 as it was in 
1930. In 1940, wheat was assessed for 
more per bushel than its selling price. 

The owners of grain contribute more 
toward the support of government per 
dollar of actual worth than do owners 
of farm land. For example, in 1949 a 
dollar’s worth of wheat was listed at 
78 cents and a dollar of corn at 66 
cents, while a dollar’s worth of land was 
listed at only 40 cents. Ten years be- 
fore, however, the situation was re- 
versed with landowners bearing an ex- 
cessive burden. 


Motor Vehicles 


Motor vehicle assessments in Ne- 
braska in 1950 amounted to over $202 
million and made up 7.47 per cent of 
the grand assessment roll. This item, 
constituting in 1931 only 1.85 per cent 
of the grand assessment roll, has grown 
in importance continuously throughout 
the 20-year period. Paralleling the de- 
velopment of automotive transporta- 
tion, the expansion of automobile as- 
sessments demonstrates the fallacy of 
the common assumption that each class 
of property should continue year after 
year to constitute the same percentage 
of the grand assessment roll. There is 
probably no single item of property in 
Nebraska that is more fully listed than 
automobiles, since the payment of the 
property tax thereon is a prerequisite to 
registration, and thus to operation. 

Motor vehicle assessments are only 
moderately sensitive to changes in 
market price."* Since new automobiles 


16 Automobiles are assessed by county assessors who 
follow a Motor Vehicle Tax Guide which is pre- 
pared annually by the office of the state tax com- 
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are listed at 75 per cent of the manu- 
facturer’s list price, changes in market 
price result in some changes in automo- 
bile assessments of new cars. Old car 
assessments, on the other hand, do not 
reflect subsequent changes in market 
price because, after the first year, each 
assessment is lower than the previous 
by an amount equal to 15 per cent of 
the manufacturer’s list price. 

The practice of relating each year’s 
assessment to the manufacturer’s list 
price without regard to subsequent 
changes in market price results in sig- 
nificant inequalities in automobile as- 
sessments. For example, in 1950— 
when used car prices experienced a 
temporary but substantial price de- 
cline—year-old models of the ten lead- 
ing automobile makes were assessed at 
an average of 92.8 per cent of the 
market value.” In 1951—after new 
and used car prices had recovered— 
year-old models were assessed on the 
average at only 75.4 per cent of market 
price. New cars in both 1950 and 
1951 were assessed at 75 per cent of the 
manufacturer’s list price. Analysis of 
automobile assessments in other years 
no doubt would produce similar evi- 
dence of assessment inequalities. 


Inequalities in motor vehicle assess- 
ments seem due in part also to the as- 
sumption of a constant and uniform 
rate of depreciation and obsolescence.® 





missioner. The guide lists the assessed values of the 
various makes, models, and body styles of automo- 
biles for the year. 


17 The figures presented in this section on motot 
vehicles have been supplied by Mr. Leonard Bronder, 
graduate assistant in the department of economics of 
the University of Nebraska, who has made a careful 
statistical analysis of automobile assessments ia 
Nebraska. 


18 All makes are depreciated uniformly by the 
straight-line method at the rate of 15 per cent pet 
year after the first year. 
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During a period in which automobile 
production is limited by the govern- 
ment, e.g., during World War II and 
during the “ Korean Situation,” auto- 
mobiles are kept in operation and com- 
mand prices far in excess of normal. 
Since some makes of automobiles main- 
tain their values better than others, the 
spread in assessment ratios among the 
various makes of automobiles tends to 


of a rate of depreciation and obsoles- 
cence that has exceeded the actual de- 
cline in market value of automobiles. 
The upward trend of the price level has 
undoubtedly been a_ contributory 
factor. It is, however, possible that the 
depreciation rates actually used would 
have been adequate under conditions of 
stable prices and a more normal auto- 
mobile market. 


TABLE 6 
Usep Passencer Car ASSESSMENT Ratios IN NEBRASKA, 1950 











Year Model 





1941 1942 1946 1947 1948 1949 





Make 

1939 1940 
MN Ug Sins a's «'s« CHK eekwR 68 81 
re er 124 105 
kas cringe veces cen he 48 49 
STL de'nheevessvcaves’ 72 84 
chic ah bane an xies 65 69 
EES Saar eee 57 61 
RS oh. 6 d8 nee awenb s 162 148 
RE SO get a cc nc a wae ees 60 60 
ay ere 55 57 
ae errs 74 80 
Spread in percentage points .. 114 99 
Unweighted average ratio .... 79 79 


80 94 83 97 94 96 
82 77 88 95 93 93 
52 63 66 79 83 83 
83 95 81 90 92 112 


73 79 76 86 89 90 
78 85 74 95 91 94 
160 160 102 105 100 100 
69 68 72 89 86 89 
58 67 74 83 84 80 
74 70 67 80 83 91 


108 97 36 26 17 32 
81 86 78 90 90 93 





Ratios based upon comparison of values prescribed in Nebraska Motor Vehicle Tax Guide and 
those contained in the National Automobile Dealers Association Used Car Price Guide, 


March 1950. 


increase year after year. For example, 
in 1950 the spread in assessment ratios 
for the ten leading makes of automobiles 
of the 1948 model was only 17 per cent 
whereas the 1939 models showed a 
spread of 107 per cent. Similarly, in 
1951 the spread in assessment ratios for 
two-year-old models was 28 per cent, 
while that for seven-year-old models 
was 77 per cent. 

A third significant generalization 
concerning automobile assessments is 
that the assessment ratios during recent 
years have tended to vary inversely 
with the age of the automobile (Table 
6). The failure of assessment ratios to 
hold firm as the automobiles have in- 
creased in age has been due to adoption 


The assessment ratio for automo- 
biles 1° as a class fluctuates considerably 
from year to year for the reasons indi- 
cated above. The average assessment 
ratio in 1951 during the Korean War 
prosperity was 72 per cent compared to 
an average of 46 in 1949 and 84 in 
1950. 


19 New car assessment ratios are deceptively high. 
An assessment of 75 per cent of the manufacturer’s 
list price is equivalent to approximately 60 per cent 
of retail sales price, including federal tax and trans- 
portation costs. So far as private owners of automo- 
biles are concerned, it is the latter figure that is 
significant. Owners of other kinds of personal 
property are assessed upon the basis of retail price 
rather than wholesale price. Automobile dealers on 
the other hand should be entitled to have their as- 
sessments based upon the manufacturer’s list price. 








140 NATIONAL TAX JOURNAL 


Ill 


SOME EFFECTS OF UNEQUAL 
ASSESSMENT 


One of the principal effects of the 
practice of valuing property from year 
to year at a continually decreasing per- 
centage of market value has been to in- 
flate tax rates. The tax rates required 
to raise property tax revenues have been 
substantially higher than would have 
been necessary if assessments over the 
past 20 years had maintained a constant 
relationship to actual or market value. 
Inflated tax rates produce other unde- 
sirable results. 

The 1949 mill levies were inflated at 
least 53 per cent on the average. This 
conclusion is based upon the analysis 
presented in Table 7 which shows the 
1949 assessments of the properties in- 
cluded in this study after adjustment 
to a 7S per cent assessment basis.”° The 
““ 1949 assessment basis” reflects both 
undervaluation and underlisting. When 
raised to a 75 per cent basis, the 1949 
assessment produces a valuation of 
$3,132 million which is 153 per cent of 
the reported assessment of only $2,045 
million. 


Inflated tax rates exaggerate the 
growth of the property tax burden. 
For example, the average mill levy im- 
posed by the state from 1921 to 1931 
was 2.44 mills.2* Compared to the 
1949 state mill levy of 5.86 mills, there 


20 The 75 per cent basis adopted in this study 
has official sanction, having been used by the State 
Board of Equalization and Assessment in equalizing 
railroad properties since about 1928. See, for ex- 
ample, the Annual Report of the State Tax Com- 
missioner, 1930, p. 68. 


21 This figure is computed on the basis of total 
taxes levied and grand total of assessments reported 
by the state tax commissioner in the annual reports 
from 1921 through 1930. 
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is an increase of 140 per cent. How. 
ever, if the 1949 assessments had been 
based upon 75 per cent instead of 49 
per cent of market value, a levy of only 
3.82 mills would have produced ap 
equal amount of revenue. The effec. 
tive tax rate in 1949, therefore, was only 
about 50 per cent higher than the 1920 


TABLE 7 


1949 Property ASSESSMENTS IN NEBRASKA 
ACTUAL AND ADJUSTED TO 75 PER 
Cent Basis 


Values in Millions of Dollars 

















_ eeeen- Amount 
Property 1949 Assess- , ment Under- 
_ Assessed Adjusted 
Category Value* Ment “jorge,  a8968% 
Basis B “. ~—_ment of 
asis Property 
Farm real 
estate.. $1,045 40 $1,971 $ 926 
City real 
estate .. 513 27 1,425 912 
Cattle ... 194 47 309 116 
Hogs .... 25 56 33 8 
Corn .... 86 69 94 8 
Wheat .. 25 76 24 -1 
Automo- 
biles .. 158 46 344 186 
Total . $2,045 49 $4,201 $2,155 





* Compiled from Annual Report of the State 
Tax Commissioner, 1950. 


level instead of 140 per cent. The same 
generalization applies to the aggregate 
mill levy, i.e., the combined state and 
local levies. The state-wide average 
aggregate mill levy during the decade 
of the 1920’s was 17.3 mills.** Com- 
pared to an aggregate of 36.2 in 1949, 
there has been an apparent increase in 
levies of 103 per cent. With a 75 per 
cent assessment basis, however, a levy of 


22 If livestock assessment ratios were adjusted % 
compensate for the evident underlisting, the 1949 
mill levies would reflect an inflation of 110 per cent 
and the state levy required to raise the revenues 
produced by the 5.86 state mill levy would have 
been only 2.74 mills. 
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23.64 mills would have produced the 
same amount of revenue. The real in- 
crease in tax rates over the decade of 
the 1920’s, therefore, was not more than 
34 per cent. 

Inflated tax rates, by exaggerating 
the burden of the property tax, may 
stimulate undue antagonism toward the 
government. When the rates of taxa- 
tion and the tax revenues increase 
simultaneously, the average taxpayer 
probably concludes that the real costs 
of government are on the increase. 
Actually, the increase in tax revenues 
may be necessitated by price inflation 
while the increased tax rates may be the 
consequence of a declining assessment 
ratio. Meanwhile, the real costs of gov- 
ernment may remain unchanged. 

Inflated tax rates tend to exaggerate 
the difference between the rate of tax 
imposed upon tangible property on the 
one hand and intangibles on the other. 
For example, in 1950 the average ag- 
gregate tax rate on rural property was 
27.7 mills.** Since Class B intangibles 
are taxed annually at a fixed rate of eight 
mills, it would appear that farm prop- 
erties are taxed at approximately three 
and one-half times the rate at which 
stocks and bonds are taxed. However, 
if farm properties like intangibles were 
listed on a 100 per cent basis, in 1950 
their average aggregate tax rate might 
have been only 10.5 mills. This leaves 
the average tax rate on farm property 
only slightly higher than the rate on 
stocks and bonds. Similarly, the aver- 
age aggregate tax rate on urban prop- 
erty in 1950 was 58.2 mills.2* With 


*3 This figure is computed upon the basis of data 
Provided in Annual Report of the State Tax Com- 
missioner, 1950, p. 198. 


24 Ibid. 
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valuations adjusted to a 100 per cent 
basis, a levy of 15.7 mills would have 
produced the same amount of revenue. 
The average effective tax rate on urban 
property then is only twice as great as 
that on securities instead of over seven 
times, as the nominal rates would make 
it appear. 

Inflated tax rates have forced the 
legislature to relax the statutory tax 
rate limits. With the expenditures of 
local government constantly on the in- 
crease, due largely to price inflation, 
and with local assessment remaining 
practically constant, local governments 
have been faced with the unhappy al- 
ternative of either reducing govern- 
mental services or of increasing their 
tax rates; there is a limit to which the 
costs of government may be reduced 
by increasing governmental efficiency. 
Each year since 1941 legislation de- 
signed to relax tax rate limits has been 
enacted by the legislature.2*° Each time 
it was assumed that the price level 
would soon decline, permitting local 
governments to effect substantial re- 
ductions in their budgets and again be 
governed by the original rate limits. 

Inflated tax rates in Nebraska created 
a serious problem for fire insurance 
companies which led, during the last 
session of the legislature, to a revision 
of the method of taxing these com- 
panies. Prior to 1952, fire insurance 
companies were required to report to 
the state tax commissioner their pre- 
mium collections, together with the 
names and addresses of the agents mak- 


25 Legislature of Nebraska: 57th sess., L.B. 478; 
$8th sess., LB. 435; 59th sess., L.B. 165; 60th sess., 
L.B. 464, LB. 260, L.B. 121, L.B. 139, L.B. 3%; 61st 
sess., L.B. 97, L.B. 410, L.B. 409; 62d sess., L.B. 67, 
L.B. 544. 
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ing the collections.*° These premiums 
were then listed as items of property in 
the political subdivisions where col- 
lected and were subjected to the ad 
valorem rate. With each decline in the 
assessment ratio and consequent increase 
in tax rates, insurance companies found 
it less profitable to do business in Ne- 
braska.*" 

Declining assessments in Nebraska 
have given rise to a fiction frequently 
referred to as the “lost billion.” ** 
This refers to the difference between 
the 1921 and the 1946 total assessments 
which were $3,213 million and $2,161 
million, respectively—a difference of 
$1,052 million. The implication of the 
term is that some properties included 
in the first assessment have been ex- 
cluded from the second. Accordingly, 
efforts have been directed to increasing 
the listing of certain classes of property, 
particularly business inventories and 
personal property, which are believed 
inadequately reported. It is apparent 
from Table 7 that the “lost billion ” is 
actually over two billion and that the 
progressive underassessment of real 
estate alone accounts for the bulk of it. 

There is no justification from a legal 
standpoint for categorical inequalities 
in the assessment of tangible properties 


26 Revised Statutes of Nebraska, 1943, Ch. 77, 
sec. 905. 


27 Legislature of Nebraska, 62d sess., L.B. 527. 
In 1951 the legislature provided for taxing fire in- 
surance companies upon an identical basis with other 
insurance companies; i.e., they became taxable by the 
state and were required to pay a tax of 2 per cent 
upon their gross premiums. To compensate local 
governments for the resultant loss in property tax 
revenues, a formula was provided for sharing the 
proceeds of the new tax among the various levels of 
government. 


28 Lincoln State Journal, July 26, 1951, p. 1. 
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in Nebraska.*® All properties which 
are not specifically exempted are 
statute required to be fully listed and 
assessed at their actual value.*° While 
the courts have sanctioned fractional 
assessment, they have not approved the 
listing of various properties or classes of 
property (except intangibles) at dif. 
ferent percentages of full value.** Not 
even the legislature, which is the policy. 
making body, has the power to estab- 
lish different bases of assessment for 
various classes of property until the 
state constitution has been liberalized to 
permit such a course. 

It may be possible to justify inequal- 
ities in assessment among _ different 
classes of property from an economic 
standpoint. For example, the ability of 
a cash-grain farmer to convert his grain 
inventories into cash or bank deposits 
and thus to enjoy some tax advantage 
may seem to justify some discrimination 
in favor of properties which cannot 
readily be so converted. Similarly, it 
may be that owners of properties witha 
rapid rate of turnover enjoy an advan- 
tage over owners of properties with a 
slow rate of turnover. These differ- 
ences merely emphasize some of the 
shortcomings of a property tax and 
may serve as the basis for a revision of 
the constitution and statutes; they do 
not justify a conscious disregard of the 
tax law. 


29 The Constitution of Nebraska permits special 
treatment of intangibles. See Article 8, sec. 1. 


30 CS. 1929, sec. 77-202: All property in this 
state, not expressly exempt therefrom, shall be sub 
ject to taxation, and shall be valued and assessed at 
its actual value. 


31 See Chicago, R.I. and P.R. Co. v. State (1923), 
111 Nebr., 362, 197 N.W. 114; Haarman V. and P. 
Co. v. Douglas County (1932), 122 Nebr. 643, 241 
N.W. 114; and Lincoln Tel. Co. v. Johnson County 
(1918), 102 Nebr. 254, 166 N.W. 627. 
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It is sometimes contended that the 
actual value of farm land is not re- 
flected in the current “ market.” This 
view underlies the practice in Nebraska 
of computing cumulative average sales 
price per acre of farm land.*” There is 
no theoretical basis for such a view. 
While soil fertility and location are un- 
doubtedly the prime factors determin- 
ing relative real estate values, year to 
year fluctuations in farm land prices re- 
flect changing long-run profit expecta- 
tions. Prospective purchasers of farm 
land must realize that in any single year 
the farm returns may be either ab- 
normally high or abnormally low. 
Long-run profit expectations are af- 
fected by changes in the general price 
level, shifts in population, improve- 
ments in technology, and so on. The 
relative stability in the supply of farm 
land explains why farm real estate 
prices fluctuate less than the prices of 
other properties, but does not justify 
the conclusion that sales prices do not 
reflect actual farm land values. To 
average farm land prices over a num- 
ber of years is to attempt an adjust- 
ment which the forces of the market 
have accomplished in the normal course 
of trade. Furthermore, adoption of a 
moving average tends to increase the 
rigidity of the property tax. One of 
the major objections to the property 
tax is that it is too rigid and does not 
fluctuate with changes in the owner’s 
ability to pay. 

It is sometimes contended that the 
adjustment of real estate assessments 
from year to year to reflect changing 


32 See, for example, Annual Report of the State 
Tax Commissioner, 1950, statement No. 12A, Col- 
umn 2, p. 113, 
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market conditions is administratively 
impossible. This may be true in those 
offices that are too small to afford 
modern mechanical equipment, but 
ordinarily with the aid of such equip- 
ment a competent clerk can easily ad- 
just real estate values to reflect current 
market values. 

A prolonged continuation of the 
practice of undervaluation must even- 
tually breed such contempt for the 
property tax as to cause its replacement 
by other forms of taxation. In the 
meantime, the development of habitual 
disrespect for tax law may prevent the 
successful administration of replace- 
ment taxes. If properties are to be as- 
sessed at different percentages of full 
value, the practice should be legalized 
so that the conscientious property 
owner will not be penalized. 


IV 
SUMMARY AND CONCLUSIONS 


Under conditions of fluctuating 
market prices, inequalities in assessment 
result from differences in sensitivity of 
assessments to changes in market price. 
From this standpoint, property assess- 
ments in Nebraska may be grouped 
into three major classes: (1) those 
which are generally responsive to price 
changes (personal property exclusive of 
motor vehicles); (2) those which are 
erratically sensitive to price changes 
(motor vehicles); and (3) those which 
are practically unresponsive (real es- 
tate). Farm real estate is currently as- 
sessed at less than 40 per cent of market 
value; city real estate is assessed at a 
little more than 25 per cent; grains at 
about 75 per cent; and cattle and hogs 
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at approximately 50 per cent. Auto- 
mobiles are assessed at different per- 
centages depending upon their make 
and age. 

The assessment ratios for some prop- 
erty categories may not measure the 
true or effectiye rate of assessment. 
This is caused by incomplete listing, 
which may be of significant proportions 
in the case of livestock at least, but is 
of virtually no significance in the case 
of real estate and automobiles. 

Categorical inequalities in assessment 
result in an inequitable distribution of 
the costs of government from both re- 
gional and _ individual standpoints. 
The lack of uniformity in the regional 


and individual pattern of property’ 


ownership is responsible. 

The failure of assessments to keep 
pace with market values, i.e., the gen- 
eral downward trend of assessment 
ratios, has caused a serious inflation of 
tax rates. This in turn has caused the 
legislature to relax the statutory tax 
rate limits, thereby reducing their ef- 
fectiveness and unduly stimulating re- 
sistance to spending. 


government 


Should the economy enter a period of 3 
substantially lower price level, the new 
tax rate limitations will not be effective 
in forcing desirable reductions in goy- 
ernmental expenditures. 

This study confirms the conclusion 
derived from many other investigations 
that centralized equalization does not 
eliminate the results of poor original 
assessment. Under the leadership of 
the state tax commissioner and with the 
help of the six field men, the county as- 
sessors of Nebraska in their pre-assess- 
ment conferences have succeeded in re- 
moving many individual inequalities in 
assessment of tangible personal prop- 
erty; they have not succeeded, however, 
in eliminating the inequalities between 
classes of property. 

Both state and local tax administra- 
tive officials are becoming increasingly 
aware of the need for improved assess- 
ment. Many communities for the first 
time are taking positive action to im- 
prove the situation. The unfavorable 
trends disclosed in this investigation 
may possibly be reversed within the 
next biennium. 
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DEATH DUTIES AND DOUBLE TAXATION: 
CANADA AND THE UNITED STATES COMPARED 


GEORGE R. HAWKES * 


I 


OR A BRIEF PERIOD in recent 

times the United States Supreme 
Court looked upon taxation of the 
same property at the same time by two 
or more states as an evil to be elimi- 
nated, and it made a serious effort to 
bring to an end such double taxation. 
Some rules were devised to cover prop- 
erty taxes; others were devised for in- 
heritance taxes. Different rules were 
applied to the various kinds of property 
—real, tangible personalty, and intan- 
gibles. 

A tax on property is a tax imposed 
upon the owner of that property. It 
has long been established that only the 
state of actual physical location of land 
and other immovables has jurisdiction 
to impose a tax on such real property. 
Thus, there could be no question of 
double taxation of immovables. For 
movable property the rule of mobilia 
sequuntur personam (movables follow 
the owner) placed jurisdiction to tax 
with the state of domicile of the owner 


*The author is a lecturer at the School of Busi- 
ness Administration of the University of California 
at Los Angeles. He wishes to express his deep ap- 
Preciation to Dr. J. A. C. Grant, professor of politi- 

science, University of California at Los Angeles, 
for his help, guidance, and encouragement in the 
Preparation of this paper. 


of that property. The way was left 
open for taxation by both the state of 
physical location of the movables and 
the state of domicile of their owner. 
Then tangible personal property was 
removed from this rule and jurisdiction 
to tax was held to rest solely with the 
state wherein the tangible personal 
property was physically located, leaving 
the principle of mobilia sequuntur per- 
sonam to apply only to intangible per- 
sonalty.? 

In the case of intangibles involving 
a debt relationship the determination of 
tax situs required that a choice be made 
among the domicile of the debtor, the 
domicile of the creditor, or the actual 
location of the physical instruments 
evidencing the debt. In choosing be- 
tween the domicile of the debtor and 
the domicile of the creditor the Court 
stated that debts are obligations of the 
debtors and valuable property only in 
the hands of the creditors, therefore 
taxable only by the state of domicile of 
their owners, which is to say the credi- 
tors.2 This rule survived in spite of 
considerable opposition, notably from 

1 Union Refrigerator Transit Co. v. Kentucky, 199 
US. 194 (1905). 


2 Case of the State Tax on Foreign-Held Bonds, 
15 Wall. 300 (1872). 
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Justice Holmes.* Stocks and bonds in 
a trust were recognized to have ac- 
quired a situs of their own; it was de- 
clared that the mobilia sequuntur per- 
sonam “ fiction” should not permit two 
states to tax the same thing at the same 
time, and that the securities in question 
were taxable only where the instru- 
ments were located.* 

Similar rules were developed for in- 
heritance taxes. Immovables were de- 
clared taxable only by the state of 
physical situs on the theory that only 
that state can have jurisdiction over 
such property, therefore only that state 
can impose conditions upon its trans- 
fer by inheritance.® In the case of the 
inheritance of movables, however, the 
principle of mobilia sequuntur per- 
sonam necessitated a choice between two 
persons, the deceased and his heir. The 
U. S. Supreme Court selected the domi- 
cile of the deceased on the grounds that 
the state in which he was domiciled at 
the time of his death had jurisdiction 
over the disposition of the deceased’s 
property, and most states wrote their 
inheritance tax laws accordingly. No 
reason other than convenience of col- 
lection was ever presented as to why the 
state of domicile of the heir was not 
chosen on the theory that the right of 
the living heir to receive property was 
subject to the jurisdiction of the state 
of his domicile. As had been done 
earlier with the property tax, the mo- 
bilia sequuntur personam rule was re- 
stricted to intangibles when the Court 
held, in 1925, that a tax on the transfer 


3 See Blackstone v. Miller, 188 US. 189 (1903), 
and dissenting opinion in Safe Deposit & Trust Co. 
of Baltimore v. Virginia, 280 U.S. 83 (1929). 


4 Safe Deposit 8 Trust Co. of Baltimore v. Vir- 
ginia, 280 U.S. 83 (1929). 


5 United States v. Fox, 94 U.S. 315 (1876). 


of tangible personal property on the 
death of the owner could be imposed 
only by the state within which it wa 
physically located.® 


In 1930 the Court decided that per. 
sonal property in action was taxable 
only by the state of domicile of th 
creditor, specifically overruling a 
earlier decision that the inheritance of 
such property was taxable at both th 
debtor’s domicile and the domicile of 
the creditor.” In 1932 the Court 
boasted that double taxation had been 
eliminated and repeated the rules by 
which double taxation was to 
avoided forever after.® In the words 
of Justice Sutherland, 


A transfer from the dead to the living of 
any specific property is an event single in 
character and is affected under the laws, and 
occurs within the limits, of a particular 
State; and it is unreasonable, and incompati- 
ble with a sound construction of the due 
process of law clause of the 14th Amené- 
ment, to hold that jurisdiction to tax that 
event may be distributed among a number 
of States.® 


For tangibles this event takes place 
where the property has an actual situs 
For intangibles, mobilia sequuntur per- 
sonam. Specifically listing different 
kinds of intangibles the Court stated 
that for “bonds, certificates of in- 
debtedness, notes, credits, and bank de 
posits,” and also for “ corporate shares 
of stock . . . there is wanting, on the 
part of a state other than that of the 


c 


6 Frick v. Pennsylvania, 268 US. 473 (1925). 


7 Farmers’ Loan 8 Trust Co. v. Minn., 280 US 
204 (1930), overruling Blackstone v. Miller, 18 
US. 189 (1903). 


ainda 





8 First National Bank of Boston v. Maine, 284 US. | 


312 (1932). 


9 Ibid., p. 327. 
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domicile, any real taxable relationship 


to the event which is the subject of the 


tax.” 2° 


In less than a decade, however, 
double taxation of intangibles had re- 
turned. The old rules broke down be- 
fore two new developments. In the 
first place, it was found that a person 
might so live that at his death each of 
two or more states could reasonably 
claim to be the state of his domicile. 
In such a case, when each state has judi- 
cially decided that it was the domicile 
of the decedent, the Supreme Court ad- 
mitted that an inheritance tax by each 
state upon the same property could not 
be prevented." Only if the decedent’s 
estate were insufficient in amount to 
satisfy the claims of all the states in- 
volved would there be grounds for a 
suit by one state against another which 
would enable the Supreme Court to de- 
cide which had been the true state of 
domicile.’* 

The other point at which the rules 
against double taxation proved inade- 
quate involved the “ business situs ” of 
intangibles placed in trust. The Court 
stated that if a person carried on activi- 
ties with intangibles so as to place them 
under the protection and supervision of 
more than one state then each state 
might have jurisdiction to tax some or 
all of those intangibles. Thus, an in- 
heritance tax on the trust property was 
permitted by the state of domicile of 
the deceased creator of the trust under 
the rule of mobilia sequuntur personam 
and also by the state where the trust 
Property was located and the trustee 


10 Ibid., p. 329. 


11 Worcester County Trust Co. v. Riley, 302 US. 
292 (1937). 


12 Texas v. Florida, 306 US. 398 (1939). 
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was domiciled.’*> The Court pointed 
out other possibilities of double taxa- 
tion: shares of stock could be taxed by 
the state of the owner’s domicile and by 
the state of incorporation of the issu- 
ing company, income could be taxed by 
the state where the income was earned 
and by the state of the earner’s domi- 
cile, and intangibles used in business 
could be taxed by the state of domicile 
of the owner and by the state of busi- 
ness situs. Jurisdiction for one reason 
was declared not to preclude jurisdic- 
tion of another state for another reason. 

Finally, completing the reversal, the 
Court specifically decided that the 14th 
Amendment did not include any rule 
of immunity from taxation of the same 
thing at the same time by more than 
one state.1* Removal of double taxa- 
tion was left for the states to accom- 
plish themselves by reciprocal agree- 
ments. 

Since it has now been established that 
there is nothing in the Constitution of 
the United States to prevent double 
taxation, the question arises, Why 
should the states not revise their death 
tax laws so as to add to the tax by the 
state of domicile of the deceased a tax 
by the state of domicile of the heir? 
The incidence of any death tax must 
fall upon the heir, so it is only logical 
that the state of domicile of the heir 
should be the one to benefit by such 
a tax. Furthermore, the Canadian sys- 
tem provides that jurisdiction to levy 
death duties rests with the province 
wherein the heir is domiciled; a tax on 


13 Curry v. McCanless, 307 U.S. 357 (1939), sup- 
ported by Graves v. Elliott, 307 U.S. 383 (1939). 


14 State Tax Commission of Utah v. Aldrich, 316 
U.S. 174 (1942), expressly overruling First National 
Bank of Boston v. Maine in so far as it held that 
the 14th Amendment includes a “ rule of immunity 
from taxation by more than one State.” 
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the transmission of property at the 
death of its owner can be imposed at the 
domicile of the heir to whom the prop- 
erty is transmitted, not at the domicile 
of the decedent from whom the prop- 
erty is transmitted. Though Canadian 
law and United States law have gone 
their separate ways in many respects, 
nevertheless they are derived from a 
common source, and each country holds 
the law of the other in high esteem. 
Since the Supreme Court has openly 
avowed that the 14th Amendment did 
not outlaw double taxation it seems 
highly unlikely that it would find a tax 
imposed by the state of domicile of the 
heir, a tax fully sanctioned in the law 
of Canada, to be in violation of the due 
process clause. 


There would seem to be no constitu- 
tional reason to prevent the adoption 
of the Canadian system of death duties 
by some or all of the American states. 
Moreover, state legislatures, seeking 
every possible source of tax revenue, 
might well see definite advantages in 
adopting this system, not as a substitute 
for existing laws but as an addition to 
them. Therefore, it would appear to 
be fruitful to examine the Canadian 
law in some detail. 


II 


Prior to the time of adoption of the 
first succession duties in any of the 
Canadian provinces it had been estab- 
lished in English law that the principle 
of mobilia sequuntur personam gave 
jurisdiction to tax personal property to 
the state of domicile of the decedent. 
The case of Thomson vy. Advocate- 
General*® involved an attempt by 
Scotland to charge the estate of a 


15 12 [1845], Cl. & F. 1, 8 E. R. 1294. 


deceased resident of the British colony 
of Demarara legacy duty on a personal 
debt due the deceased and payable in 
Scotland. It was held that “. . . the 
rule of law, indeed, is quite general that 
in such cases the domicile governs the 
personal property, not the real; but the 
personal property is in contemplation 
of the law, whatever may be the fact, 
supposed to be within the domicile of 
the testator or intestate.” *® 

The Succession Duty Acts of the 
Canadian provinces were apparently 
patterned after the British Succession 
Duty Act of 1853, which was inter. 
preted by Lord Cranworth in Wallace 
v. Attorney-General." The act im 
posed a duty upon the succession w 
property whereby one person became 
entitled to that property at the death 
of another person. Lord Cranworth 
stated, however, that a person, to bk 
brought within the provisions of the 
act, ““must be a person who become 
entitled by virtue of the laws of this 
country. Any wider construction 
would give rise to difficulties hardly to 
be surmounted.” *® 

Broad restraints on the taxing powet 
were generally lacking in British law a 
was indicated in Blackwood v. Regina.” 
“ There is nothing in the law of nations 
which prevents a government from tax- 
ing its own subjects on the basis of theit 
foreign possessions. It may be incon- 
venient to do so. The reasons against 
doing so may apply more strongly t 
real than to personal estate. But the 
question is one of discretion, and is t0 
be answered by the statutes under 


16 Jbid., p. 26, 1304. 

17 [1865] L. R. 1 Ch. 1. 
18 [bid., p. 7. 

19 [1882] 8 App. Cas. 82. 
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which each state levies its taxes, and 
not by mere reference to the laws which 
regulate successions to real and personal 
property.” *° 

The Canadian provinces, however, 
were specifically restricted by the 
British North America Act of 1867. 
By Section 92, sub-section 2, of that act 
the provinces were given exclusive 
power over “ Direct taxation within the 
Province in order to the raising of a 
revenue for Provincial purposes.” A 
recent opinion by the Chief Justice of 
the Ontario High Court indicates that 
this is the only legal restraint on the 
taxing power of the provinces. 


Indeed, I think it can be said that the 
general trend of the authorities is to ignore 
the economists’ discussion of the question as 
to what a tax ought to be, and to treat as 
valid taxation within the meaning of s. 92 
(2) of the B. N. A. Act, measures adopted 
by the Province, even if, because of the 
method of computation of the amounts 
payable or for other reasons, they are of 
unequal or even unfair application, pro- 
vided, of course, that they stand the tests 
of directness and do not transgress the ter- 
ritorial limitation.?? 


Under these conditions, the first suc- 
cession duties were introduced into the 
Canadian provinces in 1892. In ruling 
upon the validity of these acts the 
courts adopted as the definition of a 
direct tax that of the economist, John 
Stuart Mill, a tax which is ‘‘ demanded 
from the very person who it is intended 
or desired should pay it.” The Quebec 
statute which provided for collection of 
the tax from the executor or adminis- 
trator of the estate, who would then 
recoup himself from the estate, which 


20 Ibid., p. 96. 
*1 Re Flavelle, [1943] 1 D. L. R. 756, 776. 


is to say from the beneficiaries, was de- 
clared ultra vires of the Provincial Gov- 
ernment because of the method of col- 
lection.*? When this defect had been 
corrected by a revised statute which 
specified that the beneficiary was made 
solely liable, the tax was allowed in 
cases arising subsequent to the re- 
vision.** 

The words “within the Province” 
were more difficult to define. In the 
case of immovable property the rule 
was well established that only the prov- 
ince in which the property was actually 
situated had jurisdiction to tax. With 
movables, and particularly intangibles, 
the rule mobilia sequuntur personam 
might or might not hold, depending 
upon the wording of the statute or 
other considerations. Thus, Quebec 
was not permitted to impose a succes- 
sion tax on intangible property located 
in Quebec when both decedent and 
beneficiary were domiciled in Ontario.™ 
It was decided that the mobilia sequun- 
tur personam rule applied and that the 
successor to the property claimed title 
by virtue of Ontario law, not the law 


of Quebec. 


The Ontario law, on the other hand, 
required payment of duty on all prop- 
erty situated within the province 
whether the deceased owner was domi- 
ciled in Ontario at the time of his death 
or not, the tax to be a charge against 
the corpus of the estate. Ontario was 
permitted, under this law, to impose a 
succession tax on bank deposits in On- 
tario of a decedent resident of Detroit, 
Michigan. It had been established in 
English law in the case of Commissioner 


22 Cotton v. The King, [1914] A. C. 176. 
23 Alleyn v. Barthe, [1922] 1 A. C. 215. 
24 Lambe v. Manuel, [1903] A. C. 68. 
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of Stamps v. Hope *° that the situs of a 
simple contract debt is the personal 
residence of the debtor. That rule was 
applied in place of the mobilia sequun- 
tur personam rule to these Ontario 
bank deposits. “It is plain,” said the 
Ontario court, “that the statute con- 
templates a site and locality being given 
to all kinds of personal property, and 
that the domicile of the deceased owner 
is not to be taken into account. Hence 
is displaced at the very outset any ap- 
plication of the maxim, mobilia sequun- 
tur personam, the expression at most of 
a convenient legal fiction.” *® 

The New Brunswick Succession Duty 
Act of 1896, amended in 1897, pro- 
vided for a tax on all property within 
the province, regardless of domicile of 
deceased or beneficiary, and a tax on 
property outside the province passing to 
a New Brunswick resident regardless of 
the domicile of the decedent. It was 
held in Rex v. Lovitt ** that a deposit 
in the New Brunswick branch of the 
Bank of North America, left by a resi- 
dent of Nova Scotia, was subject to the 
New Brunswick tax. The opinion 
stated that the principle, mobilia se- 
quuntur personam, might be avoided 
by the use of apt and clear words in a 
statute for the purpose, and that this 
act excluded the application of the 
principle as regarded property within 
the province belonging to persons domi- 
ciled elsewhere, but retained it as re- 
garding property of New Brunswick 
citizens situated outside the province. 
It was also stated that in such a situa- 
tion the duty might be doubled in that 


25 [1891] A. C. 476. 


26 Attorney-General of Ontario v. Newman, 31 
O. R. 340, 345 (1899). 


27 [1912] A. C. 212. 
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Nova Scotia could tax again when th 
money passed to a Nova Scotia citizen, 

In addition to the tax on property 
transmitted there might be a tax on the 
transmission of property due to the 
death of its owner. It has been held 
that an interpretation of the statute it. 
self must determine when a transmis. 
sion has taken place within the prov. 
ince. The revised Quebec statute, for 
instance, in addition to its requirement 
for a succession tax on all property 
within Quebec, made liable to tax all 
transmissions within the province, ow- 
ing to the death of a person domiciled 
therein, of movable property locally 
situate outside the province at the time 
of such death. The decision in Alleym 
v. Barthe *® established that a transmis- 
sion within the province required that 
the person to whom the property wa 
transmitted must be domiciled in the 
province and that the Quebec law, by 
the wording of the statute, required 
that the deceased must also have been 
domiciled within the province. This 
rule was confirmed in Provincial Treas- 
urer of Alberta v. Kerr in which it 
was stated that a province was not en- 
titled to impose a succession tax on per- 
sonal property outside that province but 
was entitled to tax persons domiciled in 
the province for the transmission to 
them of personal property situated out- 
side the province. 

While double taxation was permitted 
in that the property transmitted might 
be taxed in one province and transmis- 
sion of that property to the beneficiary 
might be taxed in another, attempts 
were made to prevent multiple taxation 
by agreeing upon a single situs for 

28 [1922] 1 A. C. 215. 

29 [1933] A. C. 710. 
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property, as property. One rule in this 
connection has been indicated above, 
that a simple contract debt had a situs 
at the domicile of the debtor. Such 
things as a bond under seal, a debt due 
from the King, and a debt arising under 
a statute, however, had been held to be 
* specialties ” with a situs of their own 
where the instrument was found, and 
this designation was accepted into the 
Canadian inheritance tax law. 

In the case of Toronto General Trusts 
Corp. v. The King *® a mortgage on 
land was also held to be a specialty and 
thus taxable where found. But in this 
case the mortgages in question were 
executed in duplicate; one copy was re- 
tained by the registrar in Alberta, 
where they were executed and regis- 
tered, and the other copy was held by 
the mortgagee and in his possession in 
Ontario at the time of his death. Both 
Alberta and Ontario sought to impose 
a succession duty. The Court found 
that at the date of execution of these 
mortgages, the mortgagors were resi- 
dent in Alberta; the place of payment 
in each case was Alberta; the debts were 
secured, not only by personal obligation 
of the mortgagors but also by mort- 
gages which created interests in land in 
Alberta. They were executed in the 
form prescribed by Alberta law and 
they derived their force and effect from 
that law; the administrator could not 
recover without benefit of Alberta law. 
It was held, therefore, that only Al- 
berta, by virtue of whose law title was 
claimed, had jurisdiction to tax. 

Bonds of the Dominion of Canada, 
not under seal, were declared specialties 
and taxable where found since they 


80[1919] A. C. 679. 
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were statutory obligation of the Do- 
minion.** Bonds of the Grand Trunk 
Pacific Railway Co. and of the Cana- 
dian National Railway Co., in posses- 
sion of a resident of Ontario at the time 
of his death were more difficult to 
classify. The bonds of both railroads 
were guaranteed by the Government of 
Canada; in each case the bonds were 
secured by a general mortgage on all 
railroad property situated in several 
provinces. The Court found, in The 
King v. National Trust Co.,** that the 
bonds of the Grand Trunk Pacific Rail- 
way Co., apart from the guarantee, 
were evidence of a debt by statute and 
therefore specialties with a situs where 
found. The Canadian National Rail- 
way Co. bonds, on the other hand, evi- 
denced what was basically an obligation 
of the company itself and therefore a 
simple contract debt. The bonds were 
primarily payable in New York where 
the trustees were located, but settlement 
of the debt would be in Ontario; there- 
fore, the domicile of the debtor (the 
company’s home office was in Quebec) 
could not affect the situs. It was held 
that since possession, in event of death, 
must depend on probate in Ontario a 
succession tax on these bonds could be 
imposed only by Ontario. 

The judicial attitude toward double 
taxation was also expressed in the de- 
cision of this last-mentioned case: 


First, property, whether movable or im- 
movable, can, for the purpose of deter- 
mining situs as among the different Prov- 
inces of Canada in relation to the incidence 
of a tax imposed by a Provincial law upon 


31 Royal Trust Co. v. Attorney-General of Alberta, 
[1930] 1 D. L. R. 868. 


32 [1933] 4D. L. R. 465. 
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property transmitted owing to death, have 
only one local situation. . . . Situs, in re- 
spect of intangible property . . . must be 
determined by reference to some principle 
or coherent system of principles... . We 
think it follows that a Provincial Legisla- 
ture is not competent to prescribe the con- 
ditions fixing the situs of intangible prop- 
erty for the purpose of defining the subjects 
in respect of which its powers of taxation 
under the British North America Act, 1867, 
s. 92 (2) may be put into effect.** 


Jurisdiction to impose a succession 
duty on shares of stock rests with the 
province where the shares can be effec- 
tively dealt with. The case of Brassard 
v. Smith involved shares of stock of 
the Royal Bank of Canada left by a 
decedent resident of Nova Scotia. Since 
the head office of the bank was in Mon- 
treal, the province of Quebec charged 
a succession duty on these shares. How- 
ever, the shares in question were regis- 
tered in the branch share-registry office 
in Nova Scotia, and by provision of the 
Bank Act of 1923 shares could be 
transferred only in the office where 
registered. Since these shares could be 
transferred (effectively dealt with) 
only in Nova Scotia, they were declared 
taxable only by Nova Scotia. Transfer 
in this case was held not to mean trans- 
mission upon death, but the “ actual 
step which is necessary to invest the 
new holder.” *° 

It was decided in Re Macfarlane *° 
that when shares could be effectively 
dealt with in more than one place, in- 
cluding the province of domicile of the 
decedent owner, that the situs depended 


33 Ibid., p. 467. 

34 [1925] 1D. L. R. 528. 
35 Ibid., p. $31. 

36 [1933] O. R. 44. 
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on the domicile of the decedent rather 
than the location of the head office of 
the company. The question still t¢. 
mains open, however, where the situs 
would be if the decedent owner were 
domiciled in a province where there wa 
no transfer office but the shares could 
be effectively dealt with in any one of 
two or three other provinces. Shares of 
stock in Ontario corporations, held by 
residents of the United States, were 
ruled to be beyond the tax jurisdiction 
of Ontario since in each case the shares 
could be effectively dealt with in the 
United States.** 

The Canadian estate and inheritance 
tax system can be summarized as fol- 
lows: 

1. The beneficiary is taxed on his in- 
heritance, the tax to be paid before the 
property subject to tax can be distrib- 
uted. 


2. Immovable property is taxable 
only by the province within which such 
property is actually located. No prov- 
ince has attempted to tax its citizens 
because of the transmission to them of 
immovable property situated outside 
the province. 


3. A simple contract debt is taxable 
by the province of domicile of the 
debtor. 


4. A specialty debt has a situs of its 
own where the instrument is found. 


§. Shares of stock are taxable by the 
province in which they can be effec- 
tively dealt with. 


37 The King v. Globe Indemnity Co., [1945] 2 
D. L. R. 25. and Maxwell v. The King, [1945] 
2 D. L. R. 35. It made no difference, in the latter 
case, that the transfer office was in New York and 
the decedent in Connecticut; the important com 
sideration was that the shares did not have to cros 
the international boundary to complete the effec 
tive transfer. 
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6. Mobilia sequuntur personam still 
applies in the absence of specific rules 
to the contrary or in cases in which the 
specific rules cannot be employed. 

7. Double taxation of movables is 
possible when the province of situs of 
the property and the province of domi- 
cile of the beneficiary are not the same. 


Ill 


It is too much to expect that the 
rules of the United States to the effect 
that the situs of a debt is the domicile 
of the creditor, or that shares of stock 
are taxable by the state of incorpora- 
tion, would be discarded in favor of the 
Canadian rules. It is not beyond the 
realm of possibility, however, that the 
states might be permitted to superim- 
pose upon existing death duties the 
Canadian system of taxing the bene- 
ficiary. 

The quid pro quo doctrine, implied 
in many inheritance tax cases and ex- 
plicitly stated in the case of Treichler 
v. Wisconsin,*® may well open the way 
for an extension of multiple taxation 
by granting jurisdiction to tax to the 
state of domicile of the heir. The doc- 
trine was clearly presented in Union 
Refrigerator Transit Co. v. Kentucky,® 
a property tax case: 


The power of taxation, indispensible to 
the existence of every civilized government, 
is exercised upon the assumption of an 
equivalent rendered to the taxpayer in the 
Protection of his person and property, in 
adding to the value of such property, or in 
the creation and maintenance of public 
conveniences in which he shares, such, for 
instance, as roads, bridges, sidewalks, pave- 
ments, and schools for the education of his 


$8338 US. 251 (1949). 
39199 U.S. 194 (1905). 
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children. If the taxing power be in no 
position to render these services, or other- 
wise to benefit the person or property taxed, 
and such property be wholly within the tax- 
ing power of another State, to which it may 
be said to owe an allegiance and to which it 
looks for protection, the taxation of such 
property within the domicile of the owner 
partakes rather of the nature of an extor- 
tion than a tax, and has been repeatedly held 
by this court to be beyond the power of the 
legislature and the taking of property with- 
out due process of law.*° 


The application of this doctrine to 
inheritance taxes was restrictive rather 
than liberal. Ruling that Wisconsin 
could not levy an inheritance tax on 
tangible property located outside its 
limits, the Court said, 


Since the State of location has all but 
complete dominion over the physical ob- 
jects sought to be measured for tax . . . no 
other State can offer a quid pro quo... . 
And if the State has afforded nothing for 
which it can ask return, its taxing statute 
offends against that due process of law it 
is our duty to enforce.*! 


However, if a person who lives in 
one state and earns income in another 
can be made subject to an income tax 
by both the state of his domicile and the 
state within which he earns the income, 
then surely a person who receives an 
inheritance from someone residing in 
another state could not object to having 
his inheritance subjected to tax by both 
the state of his domicile and the state 
of domicile of the decedent. Such a 
tax would be consistent with the quid 
pro quo doctrine, moreover, since the 
beneficiary would be deriving benefits 
from both states. 


40 Ibid., p. 202. 


41 Treichler v. Wisconsin, 338 U.S. 251, 256-257 
(1949). 
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In the case of a tax based on the 
value of an inheritance and levied upon 
the beneficiary, there need be no dis- 
tinction between tangible and intangi- 
ble property, movable and immovable 
property, bank deposits, bonds, or 
shares of stock. A state which taxes the 
income of its citizens earned in some 
other state makes no allowance for any 
part of such income not brought into 
the state of residence, for the income 
earner had the right, unimpeded by any 
law of the state of residence, to take 
home all the income he earned. By the 
same token, a person who receives prop- 
erty by inheritance has the opportunity 
to convert that property into cash and 
take it home with him, whether he de- 
sires to do so or not. 

The dissenting opinion of Justice 
Holmes in Safe Deposit & Trust Co. of 
Baltimore v. Virginia*® indicated the 
propriety of suchatax. Justice Holmes 
stated that taxes are on persons rather 
than on property. “The notion that 
the property must be within the juris- 
diction puts the emphasis on the wrong 
thing. The owner may be taxed for it 
although it never has been within the 
State.” ** 

What might be the multiple taxa- 
tion possibilities in an extreme case? 
The beneficiary, since he could offer 
testimony as to his own intent, prob- 
ably could not be claimed as a resident 
by more than one state. Real estate 
and tangible personal property would 
be subject to tax by the state of its 
actual location and the state of domicile 
of the beneficiary. Intangible property 
would be taxable by the state (or 
states) of domicile of the decedent, by 


42 280 U.S. 80 (1929). 
43 Ibid., p. 97. 
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the state of actual location or the state 
of business situs, and by the state of 
domicile of the beneficiary; and in ad- 
dition, debts would be taxable by the 
state of domicile of the debtor, and 
shares of stock by the state of incor. 
poration and perhaps by the state where 
the shares could be effectively dealt 
with. 

In another of his dissenting opinions,“ 
Justice Holmes, joined by Stone and 
Brandeis, advised that if the states want 
to avoid double taxation they should 
do it by understanding, by uniform 
legislation. It should not be done for 
them by the imposition of constitu. 
tional limitation of their freedom 
through judicial interpretation. Jus- 
tice Frankfurter, in a concurring opin- 
ion to State Tax Commission of Utah 
v. Aldrich,*° expressed the similar view 
that the wisdom of tax policy is some- 
thing for the political branches to de- 
cide. Removal of double taxation can 
be accomplished by reciprocal agree- 
ments; that function is denied to the 
Supreme Court by the constitutional 
system. 

If this and the quid pro quo doctrine 
accurately reflect the attitude of the 
present Court, one could almost hope 
that some state would impose an in- 
heritance tax on its citizen beneficiaries 
and that the tax would be contested on 
constitutional grounds just to determine 
what stand the Court would take. But 
in all justice to the heirs of the wealthy, 
who have little enough left to them un- 
der the present laws, one might better 
hope that the Court will never be faced 
with the necessity of considering such 
a case. 


44 Baldwin v. Missouri, 281 U.S. 586 (1930). 
45316 US. 174 (1942). 
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A COMMENT ON BUDGETARY IMPROVEMENT IN 
THE NATIONAL GOVERNMENT 
(In Reply to Alice) 


MICHAEL S. MARCH * 


N AN ARTICLE in this journal 

about a year ago, Mr. Herman C. 
Loeffler advanced some interesting pro- 
posals on the budgeting and accounting 
problems of the federal government.’ 
This article raised a technical question 
of considerable importance to the bud- 
get process: should the federal budget 
be authorized by the Congress on an 
obligation or an expenditure basis? Mr. 
Loeffler argues persuasively that the 
present practice is confusing and pro- 
poses that only the expenditure basis be 
used. This approach is the one in use in 
Great Britain and the one practically 
unanimously indorsed by the authorities 
on budgeting whom he cites. 


While Mr. Loeffler’s criticisms have 
much substance, I am inclined to be- 


* While the author has been a staff member of 
the United States Bureau of the Budget for six years 
and is now again with the Bureau, this article was 
drafted while he was on leave attending the Lit- 
tauer School of Public Administration of Harvard 
University and the views expressed in it are en- 
tirely personal. The author would like to acknowl- 
edge his debt for critical comments on this paper in 
rough draft to various of his expert associates and, 
in particular, to Dean Paul H. Appleby of Syracuse 
University for encouragement on the whole idea. 


1See Herman C. Loeffler, “Alice in Budget- 
Land,” National Tax Journal, IV (March, 1951), 
Pp. 54-64, 


lieve that his proposal would achieve a 
neat accounting solution at the expense 
of depriving the Congress of some of 
the real control over programs which it 
now exercises through the appropriation 
process. To add concreteness to my 
comments, an effort has been made to 
describe important technical character- 
istics of the federal budget in a simple 
manner and to illustrate them with re- 
cent figures. It is hoped, also, that this 
modest effort may provide students of 
budgeting a simple introduction to 
some of the complex issues of practical 
federal budgeting. 


The Problem 


The budget of the national govern- 
ment is big, both absolutely and rela- 
tively. For the fiscal year ending June 
30, 1953, federal budget expenditures 
were estimated at $85.4 billion in the 
budget transmitted by the President to 
the Congress in January, 1952. This 
was estimated to be 29 per cent of our 
total national income in that year, or on 
a per capita basis, $538 for every person 
in the United States.” 


2The Federal Budget in Brief, fiscal year 1953 
(Washington D. C.: Government Printing Office, 
1952, price 20¢), presents many other facts in 
simple, graphic form. 
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The budget directly reflects the work 
program of the federal government. 
The activities of the government vitally 
affect every citizen. While the reac- 
tions of the citizens to the benefits of 
expenditures may be mixed, the re- 
sponse to the sacrifices required by the 
taxes necessary to finance the govern- 
ment is unequivocal. ‘Cutting the 
budget ” bids fair to become a favorite 
national parlor pastime. But it is not 
an easy game. The abstract figure of 
$85.4 billion cited above attempts to 
summarize the multitudinous activities 
of a great leviathan extending in time 
measured by years and in space on a 
world-wide scope. Concerning these 
activities it is necessary, however, to 
reach a democratic consensus under a 
form of government where powerful 
checks are interposed between the ex- 
ecutive and the legislature. 

The budgetary process—the formu- 
lation, authorization, and execution of 
the budget—is a key process in a de- 
mocracy. Our national budget system, 
however, dates back only to 1921 and 
its present state of effectiveness—judg- 
ing by the widespread criticism—is 
low. The accounting system, above 
which no budget can rise, is inadequate 
and under divided direction. The 
budget document could be improved 
and the budget organization is under- 
staffed in the executive branch and 
both poorly staffed and organized in the 
legislative branch. 

This challenge of how to improve the 
budget process is not a recent one. It 
has been with us since the days of 
Hamilton and Jefferson, but most of 
the time it has not been clearly recog- 
nized. For many years it was not seen 
as a core process of decision about dem- 
ocratic objectives. Nor has the budget 
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process in its more technical aspecy 
been seen in the proper perspective, a 
V. O. Key pointed out in 1940. The 
essence of budgeting is the priority 
problem—the allocation of scarce dol- 
lars among competing purposes. But, 
as Key has indicated, this has been 
neglected by the scholars of budgeting 
who have concentrated on more me 
chanical aspects of the art. 

I believe this failure in perspective 
has also helped to vitiate efforts on the 
“* practical” side. Budgeting has been 
dominated for years by what may bk 
called the “economy and efficiency” 
approach. (Judging from recent ex- 
perience this might be properly te 
named the “cut-at-all-costs” ap. 
proach.) The key actors in the f- 
nancial process—especially those in the 
Congress—have emphasized narrow and 
detailed efforts to control spending, 
Congressmen have usually demanded, 
“We must cut out this duplication and 
waste, and balance the budget!” The 
theorist-technicians of budgeting— 
often acquainted primarily with local 
and state financial systems and dedi- 
cated to an accounting technique—fol- 
lowed up by finding that: “ The bud- 
geting and accounting system of the 
Federal Government is not on a bus- 
ness-like basis. This makes it impos 
sible to ascertain promptly the exact 
condition of Treasury income and out- 
go at the end of the fiscal year and to 
identify the overlapping and waste 


3“ The Facts of Budget Theory,” American Po 
litical Science Review, 34, pp. 1137-44. Key cites 
the works of A. E. Buck and J. Wilner Sundelsoa 
as examples. For a little subsequent progress s 
“Symposium on Budget Theory,” Public Admini 
tration Review, 10 (Winter, 1950), pp. 20-5) 
For shrewd integration of practical budget lore with 
economic theory see Arthur Smithies, “ Feder 
Budgeting and Fiscal Policy,” in Survey of Com 
temporary Economics, Howard S. Ellis, ed. (Phils 
delphia: 1948). 
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Improvements should be made so the 
Congress will know where the money is 
going. A better system of account- 


: 24 
ing... 

cine Wilmerding has documented 
the history of the failure of these ef- 
forts.” Comptroller General Lindsay 
C. Warren—the “‘ watchdog” of the 
Treasury, and in 1945 the head of an 
agency of 14,000 people engaged in this 
sort of “control ”—also has succinctly 
summed up the failure. 


However, with all the information the 
Congress is receiving as to budgetary re- 
quirements and expenditures, I have been 
forced to the conclusion . . . that Congress 
has no idea whatever how appropriated 
funds are spent.® 


I believe that many of these efforts 
have suffered from poor diagnosis. In 
the following pages some of the char- 
acteristics of federal programs will be 


4In seeming contrast, the Hoover Commission 
recommended that “the whole budgetary concept of 
the Federal Government should be refashioned by 
the adoption of a budget based upon functions, 
activities, and projects: this we designate as a ‘ per- 
formance budget.’” The mention of a budget by 
“functions ” lends a hopeful tone to the pronounce- 
ment. But the commission limited its illustrative 
applications to the Navy Medical Service, the Forest 
Service, and the National Naval Medical Center at 
Bethesda which scarcely qualify as ‘“ functions” 
from the over-all governmental viewpoint. For 
lack of evidence to the contrary, one must re- 
luctantly conclude that the commission was chiefly 
concerned with the mechanical problem of a budget 
based on firm unit costs and that it was unsuccessful 
in rising far above the “economy and efficiency ” 
tradition. See Commission on Organization of the 
Executive Branch of the Government, “ Budgeting 
and Accounting” (Washington D. C.: Government 
Printing Office, 1949), p. 8 ff. 


5Lucius Wilmerding, Jr., The Spending Power 
(New Haven: 1943). 


8 Joint Committee on Organization of Congress, 
79th Cong., 1st sess., Hearings on H. Con. Res. 18, 
March 13 to June 29, 1945, p. 529. 
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identified which should be taken into 
account in any further effort to revamp 
the national budget system. 

Factors affecting the budget system. 
Budgeting on the scale required for the 
national government is necessarily a 
complex matter. An effectively func- 
tional budget system requires realistic 
answers to a number of questions along 
the following lines: What are the na- 
tional objectives? How fast must they 
be reached? Who is best equipped to 
decide questions about them? What 
facts are needed in order to guide the 
decisions? Who is to carry out the 
decisions? What reports are necessary 
to assure that decisions are carried out? 

It ought to be clear that, in a rapidly 
expanding government such as ours, the 
answers to such questions would change; 
the amount of delegation of authority 
in both policy-making and administra- 
tion might increase. New problems, 
such as the increasing impact of gov- 
ernment programs on the economy, 
might require new information. The 
composition of budget programs might 
change—e. g., emergence of “ transfer ” 
payments and “long lead time” pro- 
curement programs—and thus alter the 
character of financial controls required. 
The sheer complexity and size of the 
budget might also require a “ different 
level” of review by the President and 
by the Congress. 

To be sure, accounting and reporting 
are basic to the budget process and 
emphasis on this aspect over the years 
has been of value. But accounting and 
reporting systems have to be devised to 
fill the needs of the budget process, 
which must in turn be oriented to the 
needs of democratic decision-making. 
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One purpose here is to reiterate the need 
for rethinking the (often implicit) as- 
sumptions of budgeting theory, as well 
as the mechanics, to take account of the 
changes in the size, composition, and 
temporal characteristics of the federal 
program as well as of the advances in 
theories of fiscal policy and responsible 
government. The government with a 
budget of three billion dollars when the 
Budget and Accounting Act first came 
into force had problems of a different 
order from those of today’s government 
with its $85 billion outlay. 


| VoL. ¥ 


eral funds,” including transactions jn 
business enterprise funds on a net basis, 
but excluding trust and deposit funds, 
Budget receipts of the government are 
reported on a collection basis and ex. 
penditures are reported mainly on q 
checks-issued basis. The difference 
between budget receipts and expendi- 
tures in the “ federal funds” is the 
“budget deficit.” For the four fiscal 
years 1950-1953 these totals are shown 
in lines 1-3 in Table 1. 

Bud get authorizations versus expendi- 
tures. The significant thing about the 


TABLE 1 


FeperaL Bupcet Recerprs, EXPENDITURES, AND New OBLIGATIONAL AUTHORITY, 
Fiscat Years 1950-1953,* Basep oN EXISTING AND Proposep LEGISLATION 








(In Billions) 


1951 1952 1953 





Description Actual Actual Estimated Estimated 
1. Budget Receipts ................... $37.0 $48.1 $62.7 $71.0 
2. Budget Expenditures ............... 40.1 446 70.9 85.4 
3. (a) Budget Surplus ................ i 3.5 Ae a 
(b) Budget Deficit ................ | 8.2 14.4 
4. New Obligational Authority ........ $50.2 $84.1 $93.4 $84.3 











*Prepared from The Budget of the United States Government for the Fiscal Year Ending 
June 30, 1953, pp. A5-A6, and from The Budget for the Fiscal Year Ending June 30, 1952 (Wash- 
ington, D. C.: Government Printing Office, 1952), pp. A5-A6. 


Federal Budget Concepts 


To help provide an understanding of 
the practical aspects of federal finance, 
a few of the concepts used in the budget 
for the fiscal year ending June 30, 1953, 
will be illustrated with figures: * 

Budget totals. The federal ‘“‘ budget 


total ” covers only transactions in “ fed- 


7 The concepts discussed in this part are covered 
more fully in The Budget of the United States Gov- 
ernment for the Fiscal Year Ending June 30, 1953 
(Washington D. C.: Government Printing Office, 
1952), pp. A3 and A4. Hereafter cited Budget, 


1953. See also description of concepts in Joint 
Committee on the Economic Report, 82d. Cong., 
2d sess., Hearings on the January 1952 Economic 
Report of the President, pp. 81-85. 


federal budget, however, is that the 
Congress does not directly authorize ex- 
penditures.* Instead, it authorizes “ new 
obligational authority,” shown in line 4 
of Table 1. New obligational authority 
comprises the authority granted t 
agencies to incur financial obligations— 
that is, to make binding commitments 
on the government by contracts for de- 
liveries of goods and services or by hir- 
ing personnel. Expenditures usually 


8 The effort of the House of Representatives 
set an expenditure ceiling for the Department of De 
fense military programs for the fiscal year 195) 
perhaps indicates how some measure of direct com 
trol over expenditures might be achieved by th 
Congress. 
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follow obligations since, as a rule, pay- 
ments of bills are made only as goods 
are delivered or services are rendered 
pursuant to contracts.” 

The lag of expenditures behind au- 
thorizations or obligations may be very 
substantial. For example, the average 
duration between initial contract and 
delivery of military aircraft runs to 
about 30 months, according to testi- 
mony by the Director of the Budget.”° 
The lag for the total budget is, of 
course, less, but it is substantial. Of 
the total budget expenditures of $85.4 
billion estimated for fiscal 1953, about 
$41.8 billion will be expenditures from 
obligational authorizations enacted in 
prior years while $43.6 billion will be 
from new obligational authorizations 
for 1953." Correspondingly, of the 
$84.3 billion of new obligational au- 
thorizations recommended for 1953, as 
shown in line 4 of Table 1, only $43.6 
billion are estimated to result in expendi- 
tures in 1953 while the remaining $40.7 
billion will lapse or carry over for ex- 
penditures in later years. 


If the point of Mr. Loeffler’s plaint 
is that there is a big spread between the 
new obligational authority Congress 
enacts and the performance of agencies 
as measured by expenditures, he is well 
substantiated. By summing the figures 


%As a matter of actual practice the stages of 
“apportionment” of the authorizations by the 
Bureau of the Budget and “allotment” and “ obli- 
gation” by the agencies intervene between “ au- 
thorization” by the Congress and final “ expendi- 
ture.” Also, before financial ‘ authorizations” are 
made, the purposes for which money is to be spent 
must be approved by substantive or basic legislative 
authority. 


10 Joint Committee on the Economic Report, 81st 
Cong., Ist sess. Hearings on the January 1951 Eco- 
nomic Report of the President, p. 40. 


11 Budget, 1953, page A-6. 


in Table 1 for expenditures and new 
obligational authorizations for the four 
years, and then taking the difference, 
we see that the “lead time ” added for 
all government agencies in just these 
four years will amount to $71 billion. 
This, plus whatever unexpended au- 
thorizations were available on July 1, 
1949, indicates an average lead time of 
at least twelve months for the whole 
budget. Theoretically the government 
could run for a year without another 
dollar of authorizations, although this 
would require entirely unrealistic as- 
sumptions. 

But this does not make Mr. Loeffler 
and all the other proponents of having 
Congress enact the budget on an ex- 
penditure basis automatically right.” 
Practices of the sort they question may 
be abused, but they usually have some 
organic basis. It would be a reasonable 
hypothesis that the necessity for “ lead 
time ” in budget programs has increased 
greatly in the last ten years with the in- 
crease of heavy procurement, especially 
for military and international aid pro- 
grams. If, on the average, contracts 
have to be let a year in advance of ex- 
penditures, would it be effective to try 
to control the budget on an expendi- 
ture basis? Mr. Loeffler’s answer is that 
he would make the contracts on a con- 
tingent basis. This would, of course, 


12Tt is interesting to note that, although the 
Hoover Commission Task Force on budgeting and 
accounting supported an idea akin to Mr. Loeffler’s 
(the lapsing of appropriations within three or four 
months after the end of a fiscal year) for the usual 
academic reasons, this approach is not to be found 
in the report of the commission itself. Cf., Com- 
mission on Organization of the Executive Branch of 
the Government, “Task Force Report on Fiscal, 
Budgeting, and Accounting Activities,” p. 77, and 
Commission report on “ Budgeting and Accounting ” 
(Washington D. C.: Government Printing Office, 
1949). 
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mean that the contractors would pad 
their prices to the government to in- 
clude a risk premium against contract 
cancellations. Would such a gain in 
“control” over expenditures be worth 
the cost? 

Types of obligational authorizations. 
Thus far, only the total of ‘‘ new obli- 
gational authorizations ” has been men- 


| VoL. ¥ 


both obligations and expenditures: ie, 
most appropriations, authorizations to 
expend from public debt receipts, and 
most reappropriations are of this nature, 
(2) Those which empower to incur 
obligations but not to make expendi. 
tures: i.e., contract authorizations 
which require subsequent appropria- 
tions to liquidate them. (3) Those 
which empower only to make expendi- 


TABLE 2 


SumMary oF Bupcet AUTHORIZATIONS BY Types, FiscaL Years 1950-1953,* 
BasED ON EXISTING AND Proposep LEGISLATION 


(In Billions) 








tioned. But there are several main 
Description 

1. Appropriations .................ccceeeeeee 

ye 

3. Authorizations to Expend from Public Debt 

and Corporate Debt Receipts ........... 

4. Reappropriations of Authorizations to Ex- 


pend from Public Debt Receipts ........ 


Total New Authorizations for Expenditures 
Add: Contract Authorizations ............ 
Add: Reauthorization of Contract Authori- 

RRS? At SEERA US Seen eR Pee ee fener 
. Deduct: Portion of Appropriations for Liqui- 
dation of Prior Contract Authorizations 
(included in line 1) .................... 


9. Total, New Obligational Authority ........ 


NE 





1950 1951 





1952 1953 
Actual Actual Estimated Estimated 
$40.3 $81.6 $92.0 $85.5 
5 1.0 9 7 
75 28 2.7 15 
— Tt tT 
$48.3 $85.4 $95.6 $87.0 
49 3.0 6 5 
l | 
3.0 44 2.9 3.2 
$50.2 $84.1 $93.4 $843 





* Prepared from Budget, 1962, pp. Al0-All and Budget, 1953, p. A-6. 


7 Less than $50 million. 


types of authorizations which in turn 
vary in their terms such as duration of 
availability, definiteness or indefinite- 
ness of amount, and so forth. The 
magnitudes of the main types of au- 
thorizations might be illustrated with 
figures from the 1952 and 1953 bud- 
gets. (See Table 2.) 

There are three main categories of 
authorizations used in the budget: ™ 
(1) Those which empower to make 


13 [bid., pp. A3-A4. 


tures: i.e., appropriations to liquidate 
prior contract authorizations. 

As can be gathered from Table 2, 
the bulk of the authorizations are in 
the form of “appropriations.” “ Au- 
thorizations to expend from public debt 
and corporate debt receipts ” authorize 
expenditures from money which the 
Treasury or a government-owned cor- 
poration is directed to borrow. They 
are usually used for “ self-liquidating” 
programs, such as those of government 
corporations, although this rule has 
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been violated.'* Perhaps an added ad- 
vantage to the agencies of “ public debt 
authorizations ” is that they can be en- 
acted in basic legislation and thus side- 
step the appropriations committees. 
“Contract authorizations” are used to 
empower agencies to incur commit- 
ments on long lead time programs for 
which actual expenditures are not to be 
made until a subsequent fiscal year. 
This enables a deferment of appropria- 
tions and thus permits the Congress to 
review the program at a subsequent 
stage (although its ability to control 
the program may be extremely limited 
by the time expenditures materialize 
and appropriations are necessary). It 
also enables the Congress to authorize a 
program without adding to the total of 
immediate appropriations (an argument 
which derives its chief weight from 
considerations of expediency and also 
from the mistaken notion that some- 
how appropriations are “ cash”’).’° 
Table 2 shows that keeping tabs on 
authorizations enacted by Congress is a 
relatively complex bookkeeping job. 
As a matter of practice, the reports of 
appropriations committees indicate that 
the Congress has just begun to cope 
with the problem. As a rule, commit- 
tee reports and debate have focused on 
“appropriations,” and claims of cuts in 
the President’s budget have been made 
on this basis. In past years such record- 


14 Committee on Expenditures in the Executive 
Departments, U. S. Senate, 82d Cong., Ist  sess., 
Hearings on S. 913, pp. 142-146. (Washington, 
D. C.: Government Printing Office, 1951.) These 
hearings contain much useful information on fiscal 
control problems of the government. 


15 The idea is incorrect because the Treasury does 
not “finance,” ie., tax or borrow, on the basis of 
4ppropriations enacted but rather on the basis of 
what it estimates expenditures will be. 


keeping on a partial basis has resulted 
in public claims of budget cuts, when 
actually the appropriations cut out were 
replaced by contract authorizations or 
by other means. But the more serious 
result has been that the Congress has 
had to operate with inadequate infor- 
mation as to the status of its actions in 
relation to the President’s budget rec- 
ommendations, not only with reference 
to expenditures but also to authoriza- 
tions. Even the budget document has 
introduced the concept of “ new obli- 
gational authorizations” only in the 
last few years. Similarly, only in re- 
cent years have side tabulations of 
“contract authorizations” made their 
appearance in congressional reports.*® 


For this multiplicity of authoriza- 
tions in the past the executive branch 
and the Congress must share the re- 
sponsibility. The use of these differ- 
ent devices, often to overcome political 
situations, has led to confusion and has 
undermined control over programs. It 
has also resulted in needless expense for 
record-keeping. After reviewing the 
situation, the Hoover Commission rec- 
ommended “to Congress that a com- 
plete survey of the appropriation struc- 
ture should be undertaken without 
delay.” * 

The solution adopted by the House 
Committee on Appropriations was more 
direct. In 1946 the committee had 
eliminated certain contract authoriza- 
tions from the Naval Appropriation 
Bill for the fiscal year 1947 with the 
following explanation: 

16 For example, see House Report 1797, 81st 


Cong., 2d sess. on the General Appropriation Bill, 
1951. 


17 “ Budgeting and Accounting,” op. cit., p. 13. 
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A policy has apparently become ingrained in 
the administration of certain Navy projects 
of requesting contract authority which, 
when given and exercised, obligates the 
Government to make appropriations in the 
future to carry out the legal obligations 
growing out of commitments made pur- 
suant to the grant of contractual authority. 
The result of this procedure is to lend com- 
plete confusion to Government financing 
and accounting and to confuse the public 
mind as to the true fiscal status of the Gov- 
ernment. The committee believes that this 
system of granting contract authority is 
fundamentally wrong and that the Govern- 
ment should deal on a strictly cash basis. 
It is true that it is not always possible, 
where a long lead time for production is 
required, to spend all the funds appropriated 
in any one year for the complete liquidation 
of a given contract. However, in a few 
instances where this contingency must be 
met, the problem can be solved by making 
the appropriation for the complete liquida- 
tion of the contract extend for such period 
of time beyond the fiscal year as is necessary 
to complete such liquidation.'® 


No consistent practice followed this 
statement in 1947; in fact, in succeed- 
ing years some appropriations were con- 
verted into contract authorizations. In 
the report on the General Appropria- 
tion Bill, 1951, however, the House 


18 Naval Appropriation Bill, Fiscal Year 1947, 
Report No. 2085, 79th Cong., 2d sess., pp. 7-8. 
The Committee’s phrase “ strictly cash basis” actu- 
ally means “strictly appropriation basis.” Pleaders 
before the Congress for contract authorizations help 
foster the fallacy that somehow appropriations are 
cash, while contract authorizations are not. Neither 
are cash; both obligate the government. ‘ Appro- 
priations to liquidate prior contract authorizations ” 
are generally given little actual consideration by the 
Congress since they are recognized to be uncon- 
trollable—obligations must be paid as they come 
due. Thus contract authorizations (as well as public 
debt authorizations) are a back-door way to get 
obligational authorizations when more forthright ap- 
proaches are barred. 
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Committee repeated and generalized its 
dictum: 


During the past few years it has become the 
rather general practice to submit to Con. 
gress, in the annual budget, requests for 
contract authorizations rather than for cash 
appropriations for large items which might 
extend beyond the first year of operations 
This has resulted in committing the Federal 
budget to substantial expenditures several 
years ahead. It is therefore the desire of the 
committee that the budget hereafter avoid 
the use of contract authorizations and sub. 
mit requests for direct appropriations in liey 
thereof.!® 


As a result of this caveat the 1952 bud- 
get was placed on an appropriation 
basis, although it carried permanent 
contract authorizations totaling about 
$0.6 billion on the basis of legislation 
enacted in prior years, as can be seen in 
Table 2. In the 1953 budget, how- 
ever, a partial return to the use of con- 
tract authorizations was indicated by 
the inclusion of $0.4 billion of proposed 
new contract authorizations for high- 
way construction. As long as the rules 
of the Congress do not require all f- 
nancial authorizations to go through 
the appropriations committees, contract 
authorizations and loan authorizations 
are likely to crop up in the laws and 
continue to confuse score-keeping on 
the budget. 

Obligational and expenditure avail- 
ability of budget authorizations. The 
terms of authorizations differ as t0 
their period of availability for purposes 
of obligation and expenditure. 
most common type of authorization i 
the so-called “annual” appropriation 
which is available for obligation for one 


19 House Report 1797, 81st Cong., 2d sess., p. 4 
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year and for making payments on such 
obligations for an additional two years. 
A hypothetical illustration of a new 
program financed on this basis might be 
as follows (assuming a yearly appro- 
priation of $100 million, of which $2 
million lapse in each of the first two 
years) : 





ee Expenditures 
Obligations as *2 








Year Amount 


98 60 30 8 





1 

2 98 - © ®@ 8 

3 100 20 70 10 

4 100 60 30 

5 100 ~ a 60 
a er 60 90 58 1388 100 
Memorandum: 


Balance at end of 
year available for 
futureexpenditure 38 46 88 50 50 








The annual appropriation has a number 
of weaknesses which often have been 
criticized.*” Three sets of accounts 
have to be kept during any year and 
must be referred to in order to obtain 
the total of expenditures in any one 
year (see third, fourth, and fifth years 
above). Appropriations do not pre- 
cisely control the timing of expendi- 
tures since once the agency has properly 
obligated the funds they continue avail- 
able for at least two more years (e.g., 
note how with a constant appropriation, 
expenditures drop and rise in third and 
fourth years). 

Annual appropriations are almost al- 
ways used for operating or administra- 
tive expense programs which have no 


20 For example, see A. E. Buck, Public Budgeting 


(New York: 1929), pp. 525-526; also Herman C. 
Loeffler, op. cit. 


real need for a long carry-over. For 
such programs there is undoubtedly 
much merit in the proposals often ad- 
vocated for terminating the expendi- 
ture availability of appropriations 
within a period shorter than two 
years.” Whether the proper period is 
90 days or twelve months ought to be 
determined by the needs of the govern- 
ment programs and of government sup- 
pliers as well as considerations of ac- 
counting control. 

Annual appropriation accounts con- 
stitute the bulk of the grist for the 
congressional appropriations commit- 
tees. In 1940 it was reported that 
1,700 accounts were being set up each 
year,” although the number now is 
probably down to 400 accounts as the 
result of consolidations following the 
Hoover Commission recommendations. 
In terms of amounts, however, annual 
appropriations in 1953 cover only about 
three-fifths of all budget authoriza- 
tions. 

There are other types of authoriza- 
tions which are not subject to annual 
action by the Congress because they are 
available on a multiyear or no-year 
(until spent) basis. The no-year au- 
thorizations, in particular, while not 
numerous in relative numbers, account 
for a substantial segment of the budget 
total. Precise figures are not at hand, 
but a rough tabulation of budget rec- 
ommendations for 1953 indicates that 


21 The lag of expenditures behind obligations for 
personal services, printing, travel and transportation 
expenses was estimated in 1947 to range from 15- 
140 days by the then Assistant Director of the 
Bureau of the Budget. See Subcommittee of the 
Committee on Rules and Administration, United 
States Senate, 80th Cong., Ist sess. (Washington, 
D. C.: Government Printing Office, 1947), Hear- 
ings on S. Con. Res. 6, pp. 21-22. 


22 Joint Committee on Organization of Congress, 
op. cit., testimony by Lucius Wilmerding, p. 973. 
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of the total $84.3 billion of new obli- 
gational authorizations, around $25 bil- 
lion is in no-year accounts—to remain 
available for obligation and expenditure 
until spent.*®> Most of these authoriza- 
tions are for military procurement and 
for civil public works—all character- 
ized by extremely long lead times—as 
well as capital funds for business enter- 
prises and revolving funds. Some are 
for programs uncontrollable by normal 
action in the appropriation process, such 
as the veterans pensions and readjust- 
ment benefits programs. 

A third group of authorizations al- 
most entirely escapes budget review by 
the appropriations committees of the 
Congress and is not even included in 
appropriation bills. These are the 
“permanent ” appropriations and con- 
tract authorizations which have been 
criticized many times by the Congress, 
but nevertheless continue. Out of 
about $7.0 billion of permanent obli- 
gational authorizations included in the 
budget for 1953, interest on the public 
debt accounts for $6.2 billion although 
in the remaining balance of $0.8 billion 
there are numerous small accounts.** 


Control of the Budget: Why it is Easier 
Said Than Done 


The foregoing description should 
help make it clear that control of the 
federal budget is not a simple matter. 
The present practices have their histori- 
cal roots, some in the rich soil of experi- 
ence, some in expediency. If the Presi- 
dent is to plan the government’s 


23 Budget, 1953. 


24 For listing of types of items see Budget, 1952, 
pp. 1001-1005; also for discussion refer to memo- 
randa in Committee on Expenditures in the Ex- 
ecutive Departments, op. cit., pp. 142-146. 
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program properly as a whole and the 
Congress is to exercise effective control 
over the budget, it is evident that some 
uprooting and transplanting will be 
necessary. But before digging in, it 
might be useful to inquire more pre- 
cisely where improvements can be made 
with reasonable success and exactly 
what we hope to accomplish. 

One approach to the matter is to 
identify the objectives of budgetary 
control since they may help indicate 
what tools are needed. For our purpose 
three aproaches to the problem of bud- 
getary control will be sketched with 
the needs of the Congress in mind. 

Misdirected control. A sound way to 
appraise the validity of a proposed bud- 
getary gadget is to examine the value 
system of its architect. Budget sys- 
tems are not neutral. They are de- 
signed on the basis of particular pre- 
suppositions as to the objectives of 
budget control, although these assump- 
tions may be implicit rather than ex- 
plicit. Different architects of budge- 
tary systems may espouse different sets 
of values, and for this reason may have 
trouble in agreeing on a common blue- 
print. 

The preconception of an annually 
balanced budget underlies many pro- 
posals for “improvement ” of the fed- 
eral budget system. Adherents of this 
criterion often disregard broader and 
more worth-while objectives of fiscal 
policy. Thus they may give undue 
emphasis to this rule in their attempts 
to devise mechanisms for attaining an 
exact annual balance. 

As the understanding of fiscal policy 
grows, the prevailing values in bud- 
getary theory also change, as has been 
the case with the criterion of an an- 
nually balanced budget. The actions 





eos ga ass tt 


=> © = WH we ee oe CF 


oc eh | me 


ee ee! ee! a ae ee 


= fos ~*~; 





‘OL. V 


id the 
ontrol 
- some 
ill be 
in, it 
> pre. 
made 
xactly 


is to 
etary 
dicate 
Ir pose 
bud- 
with 


ray to 
bud- 
value 
 Sys- 
e de- 
pre- 
25 of 
ump- 
n eX- 
udge- 
t sets 
have 


blue- 


ually 
pro- 
fed- 
F this 
and 
fiscal 
ndue 
mpts 
g an 


olicy 
bud- 


- ane 
tions 





No. 2] BUDGETARY IMPROVEMENT 165 


of first Director of the Budget, General 
Dawes, might well have comprised the 
basis of the dictum in A. E. Buck’s re- 
spectable Public Budgeting (1929) 


that: 


. the budget . . . should present a bal- 
anced plan for financing the government. 
But this is not all. The equilibrium of this 
plan, as between income and outgo, should 
be maintained during the entire period of its 
execution.”° 


The Bureau of the Budget is not noted 
for its lack of adherence to the “ prin- 
ciple of parsimony,” yet in 1949 the 
then Director, Mr. Frank Pace, Jr., 
testified: 


. we subscribe to the principle of the 
balanced budget as a yardstick. [But] 
Fundamentally, we feel that our planning 
for balancing budgets would be short- 
sighted if we restricted it to any given fiscal 
year because it must relate itself to both an 
economic cycle and to international com- 
mitments.° 


Budget control is certainly necessary 
if used for well conceived purposes. A 
measure of budget control is, in fact, 
indispensable. Yet it would be inter- 
esting to study the origins of such ef- 
forts as the legislative budget to see to 
what extent their chief architects were 
slaves to now defunct theories. In the 
same vein, a critical examination of the 
theoretical, as well as practical, sound- 
ness of existing and proposed budgeting 
gadgets would be useful. The question 
to ask in such a review is: How precise 


25P. 452. 


26 Joint Committee on the Economic Report, 81st 
Cong., Ist sess. (Washington, D. C.: Government 
Printing Office, 1949), Hearings before the Sub- 
committee on Monetary, Credit, and Fiscal Policies, 
p. SIS. 


should the control be and how much 
control can be exercised at the appro- 
priation stage without disrupting or- 
derly government processes? 

Impracticable control. There is a 
tendency to expect too much of bud- 
getary control or to expect certain bud- 
getary tools to accomplish more than 
they are capable of doing. We have al- 
ready alluded to the disappointments of 
the “economy and efficiency ” school. 
But it is hard to see how the result 
could have been otherwise; accounting 
checks suitable for fidelity purposes are 
certainly inadequate to enforce political 
(or even program planning) responsi- 
bility. In fact, overselling of inade- 
quate tools may mislead the public and 
actually foster irresponsibility in broader 
respects. A microscope is a poor sub- 
stitute for an astronomical telescope for 
macroscopic work. 

The basic concept of the “ perform- 
ance budget ”"—cost per unit of work 
done—is certainly useful, but in any 
practical sense it is still directed to mi- 
croscopic use in the federal govern- 
ment. Indeed it might be interesting to 
figure out how valid it is as a solution 
for the “‘ budget problem.” In the end, 
would the government actually spend 
less for the following purposes than it 
does now if the Congress had unit cost 
figures which showed that (figures used 
are approximate): per patient day costs 
in Veterans’ Administration hospitals 
were $19 compared to $15 in other gov- 
ernment hospitals? B-36 airplanes cost 
$3,500,000 each? The current rate on 
15-year bonds was 23/4 per cent, up % 
per cent in the last year? These ques- 
tions, by the way, lead to some of the 
biggest functional programs in the bud- 
get. 
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Some of the strongest demands for 
““economy and efficiency” have come 
from members of the Congress, yet 
there is another familiar side to the 
story, as Lucius Wilmerding said to one 
committee: 


Congress is not the sparing, saving, eco- 
nomical body that it is sometimes repre- 
sented to be in the textbooks; it is—let me 
put the matter bluntly—a body of spenders, 
just as apt to be extravagant as the Execu- 
tive, perhaps even more apt. 

Legislative extravagance is not an 
American invention. It is part and parcel 
of the system of democratic government. ... 
It is not only that the psychology of Con- 
gress is unfavorable to the affecting of par- 
ticular demands. It must be remembered 
that, while everybody desires economy in 
the abstract, everyone is prepared to recom- 
mend one special increase of expenditure at 
least in a direction which appears to him to 
be useful... . [As a result] abstract pro- 
posals for economy will give way to con- 
crete proposals for increased expenditure.** 


The real need of the Congress (as well 
as of the President) is for some genuine 
macroscopic scales which can be used 
to weigh the desirability of various di- 
verse expenditures and to balance ac- 
curately the sacrifices of foregoing fur- 
ther spending against the pains of 
additional taxation or inflation. Those 
who pretend to know the answer down 
to the last billion dollars on what is 
good for the country have more confi- 
dence than present fiscal tools warrant. 

This problem of insensitive indicators 
and blunt tools is further complicated 
by the practical problem that a large 
proportion of the budget in any given 
year rests on continuing commitments, 


“7 Subcommittee of the Committee on Rules and 
Administration, op. cit., pp. 54-55. 


| VoL. V 


both of a financial and policy nature, 
which make sharp changes difficult or 
even impossible. Despite great verbal 
furor, presidential budgets are not 
greatly altered by the Congress. The 
changes made are not all downward, 
The Congress adds to the authoriza. 
tions, sometimes in amounts running 
into hundreds of millions of dollars, 
The interesting question is: Why dogs 
not the Congress make large cuts? The 
answer in generalized form is that the 
budget is not made from scratch each 
year; it involves commitments which 
are, for practical purposes, uncontrol- 
lable through the annual appropriation 
process. 

The foregoing point has been made 
many times by government officials,” 
but it is not yet recognized widely 
enough. The permanent appropri 
tions, such as for interest on the public 
debt, have already been mentioned, 
They are regarded as so completely un- 
controllable that the Congress does not 
even bother to look at them each year. 
There are also other programs for 
which the basic statutes fix unequivocal 
requirements on the government to 
spend by setting the terms on which 
benefits to applicants are to be pro 
vided. These include grants-in-aid to 
states for public assistance, veterans 
pensions and readjustment benefits, and 
similar programs.”” The bulk of these 


28 See testimony of F. J. Lawton, Director of the 
Bureau of the Budget, in Joint Committee on the 
Economic Report, 82d Cong., Ist sess. (Washing- 
ton, D. C.: Government Printing Office, 1951); 
Hearings on the January 1951 Economic Report of 
the President, pp. 37-106. See also Joint Committe: 
on the Economic Report, Hearings before Subcom- 
mittee on Monetary Credit, and Fiscal Policies, op. 
cit., pp. 501-529. 


29 Joint Committee on the Economic Report, 824 
Cong., Ist sess., op. cit., pp. 44-47, and 68. Als 
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funds are provided through “ no-year ” 
appropriations. Control through ordi- 
nary appropriation processes is not 
practicable over these two segments of 
the budget, accounting for over $14 
billion of expenditures in fiscal 1953. 
Indeed, expenditures for some of these 
programs tend to fluctuate markedly 
but inversely to fluctuations in the level 
of economic activity. The same is true 
of important programs financed with 
so-called nonappropriated, no-year 
funds, such as the Commodity Credit 
Corporation agricultural price support 
program. If these fixed and continuing 
commitments are to be changed, action 
by the legislative committees rather 
than the appropriations committees of 
the Congress would be required in most 
instances. Expenditure controls on 
such programs under present basic laws 
would be impracticable. 

A look at the budget from the stand- 
point of major functional categories of 
expenditure indicates how policy com- 
mitments tend to bind the budget- 
cutter. For fiscal 1953 the budget ex- 
penditures for the “ military services ” 
and “international security and foreign 
relations” functions are estimated at 
$62 billion, or nearly 73 per cent of all 
budget expenditures. These expendi- 
tures, of course, depend on the neces- 
sities of world situation rather than on 
domestic financial or economic con- 
siderations. Effective budgetary con- 
trol in these areas depends upon effec- 
tive policy-making and execution. 

Moreover, just from the technical 
standpoint of budgetary controllability, 
the above-mentioned functions are a 








refer to tabulation of budget items by controllability 
Categories in Joint Committee on the Economic Re- 
Port, 82d Cong., 2nd sess., Hearings on January 
1952 Economic Report, pp. 467-486. 


big area of inflexibility. To the extent 
that part of the substantial number of 
military and civilian personnel might 
be discharged on relatively short notice, 
the trend of expenditures might be 
changed. But these functions also in- 
clude many heavy procurement and 
construction programs which require a 
long lead time between obligations and 
expenditures. Indeed, of $62 billion to 
be expended in 1953 for these two 
functions, more than $35 billion will 
be from prior year authorizations. In 
the four years, 1950-1953, the carry- 
over of obligation authorizations in 
these two functions will have been in- 
creased by roughly $60 billion.*” The 
lead time in particular programs in this 
total is indicated by the fact that of 
obligational authorizations of $14.5 
billion for Navy and Air Force aircraft 
procurement in the budget for 1953, 
expenditures of only $0.6 billion are 
shown in 1953.*' If drastic adjustments 
via contract cancellations are to be 
avoided in these procurement programs, 
budget changes must be initiated one, 
two, or even three or more years in ad- 
vance. 

The budgetary controller faces a 
dilemma with respect to these procure- 
ment programs if he attempts to obtain 
precise control of expenditures. He can 
fix a top limit by limiting obligations, 
although if the agencies obtain more 
slack than they need for effective op- 
eration, control is impaired. On the 
other hand, precise expenditure control 
is limited. Deliveries on procurement 
contracts are uncertain within wide 
limits since they depend on conditions 


30 Budget, 1952 and 1953, derived from Tables 1 
and 2. 


31 Budget, 1952, pp. 646-647 and 666-667. 
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in industry which are largely beyond 
the control of the government. 

When Mr. Loeffler proposes a budget 
based on expenditures he really does not 
face up to the fact that a large propor- 
tion of the budget is made up of pro- 
grams in which expenditure control is 
not feasible. Moreover, he does not 
propose to curtail the carry-over of au- 
thorizations, since he would in fact ex- 
pand the use of contract authorizations. 
The net result, it seems to me, would be 
to focus the attention of Congress on a 
less controllable stage of the budget 
process and also to continue to confuse 
appropriation score-keeping by retain- 
ing several forms of obligational au- 
thorizations. 

Review and control for policy. ‘The 
budget is the sum of many decisions 
over a number of years by Congress and 
the executive branch, and also by the 
courts. It is not possible to make these 
decisions all over again, or even to re- 
view them in the course of the annual 
appropriation process. But while most 
decisions of the government eventually 
come home to roost in the budget, this 
fact is not always given proper weight. 
For example, the 1952 budget for con- 
sideration by the Congress included ex- 
penditures of $7.6 billion for legislation 
enacted by the 80th and 81st Con- 
gresses, exclusive of military services 
for which figures were not available.** 
This shows that the Congress does re- 
view programs and policies, although it 
may do so outside the appropriations 
committees, and although the perspec- 
tive in which it does so may need im- 
provement. If consistency and balance 
are to be obtained in the government 


32 Joint Committee on the Economic Report, 82d 
Cong., Ist sess., op. cit., p. 51 ff. 
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programs, the Congress, as well as the 
executive branch, will have to give real 
consideration to the budgetary conse. 
quences of proposed substantive legis. 
lation while it is being drafted and en. 
acted. 


Responsibility for the budget is 
shared by the President and the Con- 
gress. If the Congress is to make ef- 
fective its ultimate responsibility for 
the control of the purse strings, it must 
operate on a level commensurate with 
that responsibility. This means that the 
Congress will have to give much more 
emphasis to the program aspects of the 
budget as contrasted to the administra- 
tive expense items. 


Economy and efficiency—in the sense 
of not spending wastefully and of get- 
ting the most out of what is spent—cer- 
tainly comprise a significant criterion, 
but should not be the only one. The 
Hoover Commission performed a valu- 
able service in stressing the need for 
better budgetary tools and organiza- 
tion. The Congress can give powerful 
impetus to efforts in this direction on 
the part of the executive branch, but 
most of the actual work will have to be 
done in the executive branch. How- 
ever, much of this work is being done 
effectively already. The “soft spots” 
in the budget subject to discovery by 
ordinary budgeting techniques are 
fairly well screened out by the series of 
reviews within the agencies and in the 
Executive Office of the President be- 
fore the President submits his budget to 
the Congress. In this process it is not 
unusual for requests running into bil- 
lions of dollars in a single year to be 
withdrawn by the agencies or to be dis- 
allowed by the Bureau of the Budget 
and the President. This review tends to 
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eliminate most of the obvious soft spots 
in the administrative expense requests, 
as well as to work the substantive pro- 
gram requests down to a relatively firm 
level. 

It is, therefore, perhaps no wonder 
that the detailed search for economies 
by the Congress generally ends in small 
results and occasionally in recourse to 
arbitrary, flat percentage cuts. This 
causes much genuine but needless frus- 
tration among members of Congress. 
Many in the Congress could put their 
aspirin bottles on the shelf in budget 
season if they could bring themselves to 
recognize that the budget today is a 
“program budget ” rather than just an 
“ administrative expense” budget. The 
big expenditures in the budget are for 
substantive programs. Military serv- 
ices, international aid, veterans’ services 
and benefits, and interest on the public 
debt—which are the costs of current 
defense and of past wars—account for 
about $72.5 billion or 85 per cent of 
the budget expenditures estimated for 
1953. Most of these expenditures con- 
sist of program as contrasted with ad- 
ministrative expense outlays. The bulk 
of the remaining $12.9 billion is for aids 
to and development of transportation 
and communication, natural resources, 
agriculture and agricultural resources, 
and for social security, welfare and 
health benefits.** A substantial propor- 
tion of the expenditures in these last 
four functional categories is defense re- 
lated—as for atomic energy, power 
facilities, and roads. 

Instead of concentrating on substan- 
tive policies, political discussion of the 
budget often proceeds on a misleading 


83 The Federal Budget in Brief, 1953, op. cit., pp. 
8-9, 


or misinformed basis. A favorite point 
of attack is the number of civilian gov- 
ernment employees, as though all fed- 
eral expenditures were for personnel. 
But this is far from the case. For ex- 
ample, for fiscal 1952 it was estimated 
by the Director of the Bureau of the 
Budget that federal civilian employ- 
ment would be about 2,700,000. This 
would mean a payroll of around $9 bil- 
lion. Since the postal workers are 
largely paid from postal revenues, the 
civilian payroll reflected in budget ex- 
penditures would be about $7 billion— 
or only $1 out of every $10 to be spent 
in fiscal 1952. The congressmen who 
spend all their time poring over lists of 
personnel in the budget are only one- 
tenth effective in examining the budget. 
A related error is the failure to realize 
that government personnel are pre- 
dominantly in programs which are con- 
trollable only within narrow limits or 
are whole-heartedly sanctioned by the 
Congress and the public. On Decem- 
ber 31, 1950, three out of every four 
civilian federal employees were em- 
ployed by the Department of Defense, 
the Post Office Department, and the 
Veterans’ Administration.” It is also 
instructive to contrast the difference in 
political attitude toward civilian per- 
sonnel and military personnel; the need 
for the latter seems better appreciated. 
Although military personnel cost the 
government more in pay and mainte- 
nance for comparable grades than civil- 
ian employees, and despite the relatively 
large number of uniformed personnel 
(e.g., estimated at 3,500,000 for 1952), 
there is usually little arbitrary criticism. 


34 Committee on Expenditures in the Executive 
Departments, op. cit. 


35 Ibid., p. 135. 
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But if the Congress as a body does not 
understand these points, the executive 
branch indeed has no one to blame but 
itself. The budget document is filled 
with detailed schedules showing the 
funds required by “object,” but no 
comprehensive summary is provided on 
this basis to show that the “ personal 
service ” outlays for federal civilian em- 
ployees are only a small fraction of the 
total. 

Thus the main point about the com- 
position of the budget stands out—the 
big money is program money, not ad- 
ministrative expense. The latter can be 
cut, but the relative amounts are bound 
to be small. Big budget savings or in- 
creases are in the substantive programs. 
These programs are the ones that in- 
volve the policy issues which the Con- 
gress will have to face if it is to be ef- 
fective in discharging its constitutional 
responsibility to the people. To do this, 
I believe, the Congress must look up- 
ward at the broad picture rather than 
downward at the details. It must take 
the broad view, for only in this way can 
it make a policy review of competing 
proposals in terms of the priorities 
among major functional programs and 
in terms of over-all national security, 
economic, and fiscal considerations. 
The budget sums up nearly all of our 
national policies, and it can only be re- 
viewed properly in this programmatic 
context. In the words of one of the 
greatest Directors of the Bureau of the 
Budget, “We must learn to think of 
the budget as a living process of demo- 
cratic policy formation and policy exe- 
cution.” *° 


36 Harold D. Smith, The Management of Your 
Government (New York: 1945), p. 99. Committee 
on Expenditures in the Executive Departments, op. 
cit., likewise contains valuable discussion relating to 
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Conclusions 


It is beyond my scope to try to out. 
line here a plan for the transformation 
of the budgetary process so that the 
“will of the community ” can be more 
fully reflected through it. This would 
lead not only into questions of the form 
and content of the budget document 
but also into the matter of improve- 
ments in the organization of the Con- 
gress and, indeed, of the whole govern- 
ment and the whole political organiza- 
tion. Certainly, one of the main 
problems faced by the Congress today 
is that it lacks the organization and 
means to evaluate and assimilate the in- 
formation and facts coming to the com- 
mittees. 


In the light of what has been said 
above, emphasis on certain features in 
the budget presentation would be indi- 
cated. The main framework should be 
on the functional basis in the true sense 
of the major purposes of the govern- 
ment, but with “ bridges” to agency 
programs. A budget with programs as 
complex and diverse and economically 
significant, however, cannot be ade- 
quately described from only one angle. 
Secondary classifications on a summary 
basis are needed to show for what the 
money is spent (objects), who the re- 
cipients are (individuals, business, 





a proposal to create a Joint Committee on the Bud- 
get; see especially pp. 125-146. Also see the view- 
points expressed by Clinton Fielder, on ‘* Reform of 
the Congressional Legislative Budget,” National Tax 
Journal, 1V (March, 1951), pp. 65-76; and Edward 
C. Banfield on “‘ Congress and the Budget; A Plan- 
ner’s Criticism,” American Political Science Review, 
43 (December, 1949), pp. 1217-1228. Earlier 
articles by Jesse V. Burkhead on ‘ Budget Classifi- 
cation and Fiscal Planning,” Public Administration 
Review, VII (Autumn, 1947), and on “ Federal 
Budgetary Developments: 1947-1948,” Public Ad- 
ministration Review, VIII (Autumn, 1948), should 
also be consulted. 
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farmers, etc.), where the recipients are 
(state-by-state in so far as feasible) , 
and so forth. Not only must the rev- 
enue-expenditure picture be presented, 
but also the relation of the govern- 
ment’s budget to the nation’s economic 
budget.*” Similarly, the connection be- 
tween the government’s credit and debt 
management policies and its budget 
policy needs to be unequivocally stated 
with quantitative data wherever tech- 
nically feasible. Proposed legislation 
should not be left out of consideration. 
Only when the complete picture is pro- 
vided in an integrated and compre- 
hensive manner will the Congress be 
able to conduct an effective review. 
Moreover, the budget presented in this 
fashion should be viewed not for one 
year alone, but in relation to past and 
future years, and in the light of the 
needs of the nation for national secu- 
rity, economic development, and eco- 
nomic stabilization. 

Mr. Loeffler’s proposal. To those 
who have followed the description 
above of the gap and lag between obli- 
gational authorizations and expendi- 
tures, the carry-over of obligational au- 
thorizations from year to year, and the 
multiplicity of types of authorizations 
in the present budgetary system, Mr. 
Loeffler’s solution cannot help being at- 
tractive. Surely congressmen (as well 
as their constituents) would understand 
much better what they were voting for 
if they were balloting directly for ex- 
penditures which could be compared 
with revenues to get the budget deficit 


37 This does not mean that it is enough to deal 
merely in grand totals, as has been the tendency 
among those inspired by the “ Keynesian Revolu- 
tion.” We need to know more about the composition 
of the federal budget and about the economic effects 
of different types of outlays. 


or surplus. This would be much clearer 
than the present arrangement where 
they vote for obligational authoriza- 
tions, some of which are expended in 
the budget year and large proportions 
of which are carried over for expendi- 
ture (and even obligation) in the next 
two or three years or more. 

So far, so good. It would appear 
that, at least in the budgetary field, the 
present-day trend of our world toward 
greater complexity can be reversed and 
returned to Platonic simplicity. Three 
columns can do the work of nine or 
twelve. But that is exactly the point 
where I have doubts: I fear Mr. Loeffler 
has not stopped to test his idea against 
reality. In fact, it seems to me that he 
is in danger of failing to achieve his 
own objective. He appears to think 
that it is particularly important for the 
Congress to be able to control expendi- 
tures with great precision and is thus 
stressing a mechanical criterion to the 
exclusion of substantive policy values. 
Even so, his system would probably de- 
prive Congress of some of the real con- 
trol it now exercises. 

Why would this be so? Because 
Congress would be focusing on expend- 
itures, which it is impracticable to con- 
trol without being exceedingly arbi- 
trary, instead of on obligations, which 
it can and does control. To under- 
stand this it is necessary to grasp two 
facts. First, it is not feasible to esti- 
mate and control expenditures for the 
long lead time procurement and con- 
struction programs which constitute a 
large proportion of the budget total. 
Expenditures on such programs tend to 
follow deliveries on contracts by in- 
dustry. The government has virtually 
no control over deliveries which lag, 
and contracts with cancellation clauses 


ity 














172 


will mean higher unit costs, as Mr. 
Loeffler recognizes. He also tries to de- 
pict the past experience with the Corps 
of Engineers and Bureau of Reclama- 
tion as satisfactory. I believe that a 
further study would show these pro- 
grams have been highly resistant to 
budgetary control—that once projects 
were started it was virtually impossible 
to reduce their expenditures without 
great waste.** Thus, controllability of 
expenditures in the military, interna- 
tional, and natural resources functions 
is extremely dubious. If the Congress 
were to approve the budget on an ex- 
penditure basis, it would merely be rati- 
fying a fait accompli in such programs. 
Nor would it gain materially in control 
over the other programs, since those 
which are on short lead time basis are 
virtually as controllable on an obligation 
basis as they would be on an expendi- 
ture basis, while certain programs 
would be uncontrollable on either basis. 

The second point is that Mr. Loeffler 
would increase greatly the use of con- 
tract authorizations. His scheme would 
make contract authorizations necessary 
for every program with a lead time be- 
tween obligations and expenditures of 
over 90 days, which is now probably 
the rule rather than the exception. But 
contract authorizations are confusing 
and lead to abuse, as the Congress has 
already recognized. For the long lead 


38 See, for example, Budget, 1951, pp. M65 and 
1121-1128 which indicate that continuing projects 
accounted for 95 per cent of estimated budget ex- 
penditures for civil public works in fiscal 1951. It 
is also interesting to note that compilations of bud- 
getary practices of the states indicate that the avail- 
ability of appropriations for public works and roads 
is often extended beyond the period for which ap- 
propriations for other purposes are available. See J. 


Wilner Sundelson, Budgetary Methods in National 
and State Governments (Special Report of the State 
Tax Commission of New York, No. 14), (Albany: 
1938). 
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time programs, the contract authoriza. 
tions would represent the only feasible 
stage of control; yet the legislators 
would find it easy to close their eyes— 
since contract authorizations would not 
have to be “paid for” until “ next 


”»> 
year. ‘ 


A tentative suggestion. Reasoning 
from the organic realities of the govern. 
ment programs which have been de. 
scribed, I would suggest the need fora 
practicable budget presentation to high- 
light two stages: 





1. The new authority to incur obli- 
gations recommended for the bud- 
get year, which would be the 
action program placed before the 
Congress. This new authority 
should be provided only in the 
form of appropriations. The 
various other kinds of authoriza- 
tions should be outlawed, just a 
the House Committee on Ap- 
propriations has directed with re- 
spect to contract authorizations. 
The new appropriations should 
probably be made available for 
obligation purposes for only a 
single year (except for one-time 
projects, such as the construction 
of a building); for expenditure 
purposes availability might gen- 
erally be adjusted according to the 
needs of the program (e.g., two 
years or less in most cases instead 
of the present three; specific pf 
proval by Congress to be required 
for anything over three years). 


2. The estimated expenditures in the 
budget year to inform the Con- 
gress as to the performance by th 
agencies on programs financed by 
obligational authorizations in priot 
years as well as those recommended 
for the budget year. 
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This is, of course, only a simplified 
version of what is done now in the bud- 
get document. In addition, the bridge 
between obligational authorizations and 
expenditures, presented publicly for the 
first time in the 1952 budget, should be 
improved so that the Congress and the 
public will know how the two are re- 
lated, since the expenditure lag differs 
according to the type of program. Ac- 
tually, three improvements need to be 
made to present a good bridge: (1) data 
on unobligated and unexpended prior 
year authorizations should be presented 
in conjunction with the new requests; 
(2) the bridge should be presented not 
only in the present summary form but 
also in the detailed “* green sheets ” for 
each appropriation account; and (3) 
the bridge should connect expenditures 
with new obligational authority.®® 

Most of these suggestions should be 
self-explanatory. Yet the question 
might be asked: Why retain the new 
obligational authority stage when it 
complicates matters? Briefly, again, 
the answer is: (1) It is at the stage at 


39Some of these improvements are made in the 
budget for the fiscal year 1953. 


which it authorizes the agencies to incur 
obligations that the Congress really ex- 
ercises budgetary control. This is also 
the stage at which the bulk of execu- 
tive and administrative control over the 
budget is exercised. For a big segment 
of the budget, expenditure control is 
impracticable. (2) Expenditures are 
usually the best measure of the eco- 
nomic impact of budget programs. 
But this is not so for a rapidly changing 
program. For example, in the fiscal 
years 1951 and 1952 obligations (re- 
flecting especially defense contracts 
placed) were perhaps a better indicator 
of the economic impact of the budget 
than expenditures. Data at both stages 
are thus needed so the Congress can be 
fully informed. 

These suggestions are offered under 
no illusion that they are “ the solution ” 
to the budgetary problem. But at least 
some claim of realism can be made for 
them. In this field no solution can 
hope for much success which fails to 
take into account the existing institu- 
tions, basic governmental objectives, 
the substantive nature of government 
programs, and the necessity for report- 
ing fully to the public. 


— =< s+ © 








MR. MARCH VS. ALICE—IN BUDGET-LAND 


HERMAN C. LOEFFLER 


YEAR AGO I proposed a three- 

way statutory program in these 
columns to help restore vanished con- 
gressional control of the purse strings 
by basing appropriations on expendi- 
tures, rather than on obligations. Now 
Mr. March publishes the accompanying 
lengthy critique which argues that my 
proposal would provide even less fiscal 
control by Congress. Having had my 
original say, this brief rebuttal must be 
limited to two or three major points. 

Mr. March’s challenge, unfortunately, 
yields comparatively little information 
of value to the reader in assessing my 
specific suggestions, according to his 
lights. As will be noted, most of his 
text is devoted to exploring largely ex- 
traneous facts, such as that the federal 
budget is very big and very compli- 
cated, and that various important ap- 
propriations are relatively inflexible in 
amount. To me, these admitted facts 
only demonstrate more forcefully the 
great need for improvements in the 
present unsatisfactory “obligation ” 
basis of budgeting, of reporting, and of 
fiscal controls. 

Mr. March does use a small part of 
his available space to criticize my pro- 
posed use of (a) contract authorizations 
to govern the total amount of multi- 
year contracts, and (b) separate annual 
appropriations to control expenditures 
thereunder from year to year. His 
most important point is that it is not 
feasible to make adequate estimates to 


“control expenditures for the long lead 
time procurement and construction pro- 
grams which constitute a large propor- 
tion of the budget total.” 

In this brief rebuttal I can only say 
that experience in other countries, in 
other levels of our government, and in 
private industry seems to me to indicate 
that such estimates are feasible, though 
difficult and perhaps inexact in some in- 
stances. The problem involved is mani- 
festly not one of the work under given 
multiyear contracts progressing less | 
rapidly than was anticipated, because 
then the appropriation will be more 
than adequate. Rather, the problem is 
one of greater accomplishment than 
would normally be expected, causing a 
shortage of available funds. 

As my original article indicated, 
however, several methods are available to 
introduce sufficient flexibility to meet the 
problem of faulty advance estimating, 
such as: (1) appropriate annually on the 
basis of the work under contract going 
forward at maximum speed because the 
most favorable conditions develop, and 
direct the Bureau of the Budget to hold 
in nonexpendable reserves those amounts 
which should not be spent if and when 
less favorable developments materialize, 
or (2) appropriate on the basis of aver- 
age developments, and use supplemen- 
tary appropriations if more money # 
needed. 


1M. S. March, “ A Comment on Budgetary Im 
provement in the National Government.” See page 
171 of this issue. 
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In further brief reply to Mr. March’s 
criticism, the fact should be emphasized 
that the present obligation basis of ap- 
propriation includes the whole of a 
multiyear project in an annual appro- 
priation, and abandons to the executive 
branch control of the work thereunder 
during the three years that may be 
necessary for completion. On the other 
hand, my proposal would require re- 
consideration of each project annually 
to determine the proper amount of ap- 
propriation for that year. In view of 
this requirement of annual reconsidera- 
tion by Congress, it makes little sense 
for Mr. March to assert that my pro- 
posal would weaken the fiscal controls 
of Congress, whatever may be said 
about the executive branch. 

Mr. March also argues that the con- 
tract authorizations which I propose for 
future multiyear projects are confusing 
and lead to abuse since they do “ not 
have to be ‘paid for’ until ‘next 
year.” * Actually, under my proposal 
Congress would not only be required 
originally to consider and act on pro- 
posed new contract authorizations, but 
it would then also have to appropriate 


2 March, op. cit., p. 172. 


annually for all estimated expenditures 
to occur not only under any new con- 
tracts to be awarded, but under prior 
year contracts still under way. In such 
circumstances abuse would seem to me 
infinitely less likely than at present. 

Mr. March closes with a statement 
favoring the present obligation basis of 
appropriations, plus “a bridge ” in both 
the summary and detailed tables of the 
budget document between obligations 
and expenditures. That way lies the 
mounting despair over the public’s 
comprehension of the budget process 
and document in recent years which 
Mr. March admits but does little, if 
anything, to dispel. 

For my part, again I insist on the 
need of an easily understood appropria- 
tion picture that authorizes and then 
controls dollarwise, as nearly as prac- 
ticable, the work actually to be done in 
the year ahead. That objective is the 


dominant consideration if Congress is 
once again to obtain control of the 


purse strings. And that approach has 
force and validity, the animadversions 
of Mr. March notwithstanding, whether 
the financial plan for the year ahead— 
the federal budget—is or is not designed 
to be in balance. 





ANNEXATION AND TAX RATES 


ROBERT C 


HAT effect, if any, does the an- 

nexation or nonannexation of sur- 
rounding territory have on the tax rate 
of a central city? 

The problem is becoming increas- 
ingly important. A large segment of 
America’s urban population now lives 
in small towns and _ unincorporated 
areas immediately outside the bound- 
aries of large cities. These persons live 
beyond the political and financial con- 
trol of the cities, yet in all other ways 
share in their economic and social life. 

Some recent writers feel that subur- 
ban residents create added tax burdens 
for the central city population. Rich- 
ard Graves notes, for example, that 
“«. . . these urban unincorporated areas 
are being provided an urban standard 
of municipal services by the county 
government at the expense of all the 
taxpayers within the county, including 
the taxpayers within the city.” He 
urges either a stepped-up annexation 
program or a drastic revision of taxa- 
tion practices.” 


* The author is research analyst, John Child & 
Company, Honolulu, Hawaii. 


1See the U. S. Bureau of the Census, “ Popula- 
tion of Urbanized Areas: April 1, 1950,” 1950 Cen- 
sus of Population—Preliminary Counts, Series PC-3, 
No. 9, February 1, 1951. 

2 Richard Graves, “ Fringe Areas Should Pay Their 
Own Way,” Public Management, 34 (February, 
1952), pp. 30-33. 


. SCHMITT * 


Other authorities are somewhat skep- 
tical. A report by the American $o. 
ciety of Planning Officials states: 


It is frequently argued by the central city 
that annexation should take place because 
it will broaden the tax base of the com- 
munity and thereby make possible a lower 
tax rate. This argument is often as fal- 
lacious as the contention advanced by sub- 
urban residents of underserviced areas that 
their tax rate is lower than the central 
city’s. ... [In reality] the annexing city 
may have to invest large amounts of money, 
often in excess of the increased revenue, to 
bring the service level of the annexed ter- 
ritory up to city standards. . . . The fact 
is that most annexed areas require large ex- 
penditures for capital improvements during 
the first few years after annexation.® 


An earlier study by the present au- 
thor partly explored this relationship. 
Twenty cities with a large fringe popu- 
lation in 1950 were compared to 20 
comparable cities with little fringe 
population. There was little difference 
in their 1950 tax rates.* 


3 American Society of Planning Officials, Ammexé- 
tion of Urban Fringe Areas (Chicago: Planning Aé 
visory Service, Information Report No. 30), Septem 
ber, 1951, p. 11. 

4 Robert C. Schmitt, “Fringe Growth and Ta 
Rates,” National Tax Journal, IV (December, 1951); 
pp. 370-371. 
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The present study relates recent 
trends in tax rates and annexation 
practices. All 36 American cities with 
41950 population between 220,000 and 
680,000 were included in the study. 
For each the following ratios were 
computed: 1) population annexed, 
1948-1950, as a percentage of the 1950 
city population; 2) area annexed, 1948- 
1950, as a percentage of the January 1, 
1948 area of the city; 3) persons per 
square mile in the annexed area; and 
4) percentage increase in city tax rate 
between 1948 and 1951.° 

Annexation practices differed widely 
in these cities during the three-year 
period under study. Eighteen of the 
36 reported annexations in excess of 
one-quarter of a square mile. The 
population annexed ranged from none 
(in two annexing cities) to more than 
100,000 (for Houston, Texas). In 
total area annexed the range was from 
.26 square mile (San Antonio) to al- 
most 81 square miles (for Houston). 

There was less change in city tax 
rates, trends ranging from a 12.3 per 
cent decrease (in Fort Worth) to an in- 
crease of 19.1 per cent (in Columbus, 
Ohio). These percentages are based on 
“actual tax rate as levied per $1,000 
assessed valuation.” City, school, 
county, and state taxes were included 
for purposes of comparability. 


5 Basic data on annexed areas were given in Clarence 
E. Ridley and Orin F. Nolting, editors, The Municipal 
Year Book, 1949 (Chicago: The International City 
Managers’ Association, 1949), p. 100; The Municipal 
Year Book, 1950, p. 99; and The Municipal Year 
Book, 1951, p. 102. Tax rates were taken from the 
Bureau of Governmental Research, Detroit, and the 
National Training School for Public Service, “ Tax 
Rates of American Cities,” National Municipal Re- 
view, 38 (January, 1949), pp. 21-39, and the 
Citizens Research Council of Michigan, ‘‘ Tax Rates 
of American Cities,” National Municipal Review, 
41 (January, 1952), pp. 18-37. 
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No real difference appeared between 
tax rate trends of cities annexing a 
large fringe population, cities annexing 
a small fringe population, and those 
making no annexations whatsoever. The 
18 nonannexing cities had a mean in- 
crease in rates of 4.92 per cent. Among 
the ten cities in which the annexed 
population amounted to less than 2 per 
cent of the city total in 1950, the aver- 
age increase was 5.41 per cent. The 
eight cities with annexed populations 
exceeding 2 per cent of the 1950 city 
total had average increases in tax rates 
of 4.29 per cent. These small differ- 
ences were not statistically significant.® 

There was even less difference in tax 
rate trends with respect to proportional 
area annexed. As noted above, the 18 
nonannexing cities reported an average 
increase in rates of 4.92 per cent. Ten 
annexing cities increased less than 10 
per cent in area; for this group, the 
average tax rate increase was 4.95 per 
cent. The eight cities which expanded 
more than 10 per cent in area had aver- 
age tax rate increases of 4.86 per cent.” 

Whether the areas annexed were 
sparsely or densely populated did not 
appear to have much bearing on tax 
rate increases. The nihe cities annexing 
territory with fewer than 1,450 persons 
per square mile recorded an average in- 
crease in tax rates of 5.62 per cent. 
The nine cities in which the density of 
territory annexed during the three- 
year period was more than 1,450 per- 
sons per square mile had an average in- 
crease in tax rates of 4.20 per cent. As 


6 Between nonannexing and under 2 per cent cities 
the critical ratio (a measure of sampling signifi- 
cance) was .17; between nonannexing and over 2 per 
cent cities, .27; between under and over 2 per cent 
cities, .50. 


7 All three critical ratios were under .05. 
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in the preceding comparisons, the non- 
annexing cities occupied an intermedi- 
ate position (4.92 per cent). These 
differences were somewhat greater than 
the preceding ones, but still not statis- 
tically significant.® 

Thus, the data for the three-year 
period, 1948-1950, show little correla- 
tion between annexation practices and 
changes in central city tax rates, but 


8 Between nonannexing and low density-annexing 
cities the critical ratio was .24; between nonannex- 
ing and high density-annexing cities, .30; between 
low density- and high density-annexing cities, .59. 
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the reasons behind this lack of correla. 
tion are obscure. The period analyzed 
is short, perhaps too short to show th 
impact of annexation or nonannexa. 
tion which may not strike city tax rate 
until long afterwards. Another pos. 
sibility is that the added (or dimin. 
ished) financial burden resulting from 
annexation practices is absorbed by 
lowering (or improving) municipal 
services within the central city. Data 
are not yet available to test thes 
hypotheses adequately. 





The Nature and Tax Treatment of Capital 
Gains and Losses. By Lawrence H. 
SELTZER, with the assistance of SELMA F. 
GOLDSMITH and M. SLADE KENDRICK. 
New York: National Bureau of Economic 
Research, 1951. Pp. xxii+ 554. $7.50. 


This volume by Lawrence H. Seltzer is 
one of a series of fiscal studies on major tax 
subjects sponsored by the National Bureau 
of Economic Research. It represents the 
fruition of an undertaking, begun in 1943, 
to investigate the facts and main issues in 
the controversial area of capital gains taxa- 
tion. Publication of Professor Seltzer’s 
study at this moment is particularly timely, 
following two recent episodes in tax legis- 
lation involving important capital gains re- 
visions and in the face of continuing de- 
mands on the revenue system which call for 
careful reappraisal of sources of structural 
weakness. The persistent and creeping 
spread of preferential capital gains treat- 
ment remains one of the most intriguing 
questions of contemporary tax development. 

Although the study is primarily in the 
field of tax policy, it also presents valuable 


material on the economic nature of capita 
gains and losses that is of wider interest t 
economists and national income analysts 
Its stated objective is not to arrive at spe 
cific policy recommendations but to provide 
the factual and analytic background fora 
more informed judgment. 

An introductory chapter outlines the 
issues and appends an informative, com 
densed history of the statutory definition of 
capital assets under the successive revenue 
acts 1913-1950. A pair of chapters then 
deal with the special legal status and the 
economic nature of capital gains and losses 
There follows a key chapter on the central 
issue: Are capital gains appropriate elements 
of taxable income? Four succeeding chap 
ters present detailed findings of fact with 
regard to the amount and distribution of 
capital gains and losses for the period 1917- 
1946 and the effects of changing tax treat 
ment of capital gains, losses, and short-term 
capital transactions upon investors’ be 
havior and upon federal revenues. Th 
basic tables and an unusually complete de 
scription of the sources and methods used 
in compiling, processing, and adjusting th 
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data are presented in the appendixes. Addi- 
tional chapters present the product of ex- 
tensive research on tax avoidance through 
capital gains and the tax treatment of capi- 
tal gains and losses in foreign countries. A 
final chapter appraises competing alterna- 
tives for the taxation of capital gains and 
losses. 

Although the book is a monumental con- 
tribution, it compresses the essential analy- 
sis. The exposition of difficult and complex 
matters is lucid, without oversimplification. 
Professor Seltzer’s virtuosity in this respect 
makes the book almost equally valuable to 
the intelligent layman and the professional 
economist or tax practitioner. Other fine 
features of the book are its liberal use of 
actual case material and breadth of informa- 
tion on financial institutions and practices. 
Although the restraint of eschewing posi- 
tive policy recommendations must have 
been irksome to the author at times, the 
reader is left with an adequate summary of 
the considerations and issues from which he 
can take his own position. 

At the outset, the author sketches the 
controversial considerations bearing on the 
basic policy questions: (1) Are capital gains 
income and property taxable as such? (2) 
Does their taxation have undesirable prac- 
tical effects? (3) Is the revenue yield from 
capital gains worth its administrative cost? 
Emphatic recognition is given to the promi- 
nence of realized and unrealized capital 
gains in the American economy, their im- 
portance as a source of private fortunes, the 
tole of reinvested corporate earnings in the 
creation of capital gains, and the resulting 
close relationship between the tax treatment 
of capital gains and the whole question of 
the method of taxing corporate profits. 

The chapter on legal and judicial back- 
ground traces the origin of our basic income 
concept to the harvest tradition of annually 
recurring income into which casual and 
sporadic gains from sale of property did not 
fit. This is held to have governed early 
English and Continental judicial concepts 
designed for entailed and trust estates, in 
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which income is characteristically recurrent 
and capital is a physical thing or res, typi- 
cally land, rather than a pecuniary value. 
American jurisprudence is regarded as hav- 
ing developed a hybrid concept, based in 
part on the British tradition but governed 
by a more comprehensive statutory defini- 
tion of income appropriate to the American 
economic scene. Thus the American judi- 
cial doctrine that to be taxable gains must 
be “‘ realized ” is attributed to the res as dis- 
tinguished from the value concept of capital 
investment inherited from the British com- 
mon law. Professor Seltzer’s preoccupation 
with the realization principle may suggest 
a latent preference for the opposing view, 
reflected in his later approach to the possi- 
bility of annual recognition of accrued capi- 
tal gains and losses. 

From the standpoint of general economic 
theory, Professor Seltzer contends that the 
essential element in a capital gain or loss is 
its unexpected or windfall character. By 
contrast, the conventional and legal con- 
cepts emphasize their source in capital as- 
sets. However, on closer scrutiny the prac- 
tical difference between the two views 
shrinks, since the category “ capital assets ” 
is customarily restricted to fixed assets held 
primarily for income rather than resale. 
Pure capital gains have their genesis in three 
main kinds of unexpected economic change: 


(1) in expectation of net receipts from the 
capital asset, (2) in interest rates, and (3) 
in risk discount (disposition of investors to 


face uncertainties). Professor Seltzer con- 
cedes the usual distinction between “ real ” 
and illusory or pseudo gains and losses re- 
flecting variations in the general price level. 

Perhaps undue importance is attached in 
Professor Seltzer’s theoretical analysis to the 
windfall definition since the major issues 
relate to the conventional species of capital 
gains which he recognizes are generally mix- 
tures containing elements of ordinary in- 
come. Moreover, he observes that operating 
profits contain fortuitous elements. The 
distinction between pure capital gains and 
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other forms of income becomes further 
blurred and nonoperational since changes in 
capital values are almost always expected or 
sought after in some degree. Being unex- 
pected, pure capital gains by definition are 
functionless since they cannot serve to re- 
ward or allocate scarce factors of pro- 
duction. 

Pure windfalls not only do not command 
the basic incentive and equity considerations 
invoked on behalf of preferential tax treat- 
ment of capital gains but, as Professor 
Seltzer elsewhere points out, may call for 
especially heavy taxation as unearned incre- 
ments. It is not surprising, therefore, that 
the windfall definition of capital gains 
serves no useful purpose for the balance of 
the discussion. 

On the central question whether capital 
gains are appropriate elements of taxable 
income, Professor Seltzer holds that the 
equity considerations for income averaging 
become compelling in the case of capital 
gains and losses. Viewed in their best light, 
the preferential rates on capital gains are 
deemed an offset to the results of applying 
graduated rates to long-accruing or other 
irregular capital gains. 

Claims by Irving Fisher and others that 
the capital gains tax falls on capital or re- 
sults in double taxation, since the value of 
a capital asset represents the discounted 
value of future income, are rejected on 
grounds that (1). capital gains may finance 
consumption, and (2) this. contention 
would apply to any type of saving, and (3) 
a concept of taxable income confined to 
consumption, as urged by Fisher, would be 
too narrow for most purposes. Similarly, 
the argument that there is generally no 
social income corresponding to capital gains 
and consequently a tax on these amounts 
does not fall on true income, is met by 
pointing out that taxation is concerned with 
the distributional aspects of income and it 
is irrelevant for equitable tax purposes 
whether a particular income has a social 
counterpart. 


In his discussion of capital gains arising 
from interest rate changes, Professor Seltzer 
attaches serious weight to the claim that 
such gains are illusory or that their reality 
is at least debatable. He suggests that a tax 
penalty results from realizing such gains 
under the present treatment. In discussing 
tax avoidance techniques, however, he pro- 
vides a revealing discussion (pp. 248-249), 
of how interest may be converted into 
capital gains by switching out of securities 
with high book yields when market rates of 
interest fall. By paying the lower capita 
gains tax on the appreciation the taxpayer 
can then amortize these amounts against 
ordinary income taxable at higher rates, 
The inconsistency of these two positions is 
nowhere reconciled. 

Nor does there seem to be real reason for 
entertaining doubt as to the reality of such 
gains. The realization of increased capital 
values due to a decline in market rates of 
interest permits immediate conversion in 
the guise of capital gains of income which 
would otherwise be deferred, and permits 
the investor, in effect, to prepay some tax 
on interest income at bargain rates. Indeed, 
it seems fair to say that gains due to a de 
cline in interest rates are not only full 
fledged capital gains but are generally in 
the nature of disguised ordinary income. 

The inconsistency of the book on this 
point may be related to flaws in the illus 
trations of bond transactions reflecting the 
results of the realization and reinvestment 
of capital gains due to a decline in interest 
rates. On page 94, for example, a hypo 
thetical case is cited of an individual own- 
ing $100,000 principal amount of 4% pet 
cent bonds purchased at par with 30 years 
remaining to maturity. The current market 
yield on similar bonds is assumed to decline 
to 3 per cent, so that the owner may realize 
a capital gain of nearly $30,000. The am 
alysis suggests that if the investor reinvest 
the entire capital gain along with his origi 
nal principal he is in position to maintaif 
an undiminished income of $4,500 a yeat 
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for 30 years from his bond portfolio, pro- 
vided no part of his capital gain is taxed 
away. Actually, it is apparent that rein- 
vestment of the entire proceeds amounting 
to about $130,000 at 3 per cent would in 
no event result in the same current interest 
income, but a reduced income of $3,900. 
The difference is capitalized, a fact which 
is the key to the tax-avoidance aspects of 
such transactions. The only situation to 
which Professor Seltzer’s analysis would 
strictly apply is the special case of sale and 
repurchase of perpetuities, a transaction 
without substantive effect on current in- 
come. A similar error occurs in the illus- 
tration of the bond transaction on page 
283; here, however, the example shows an 
undiminished current income from the pro- 
ceeds of sale by assuming a larger capital 
gain than is consistent with the assumed 
decline in interest rates. 

With respect to the alleged obstructive 
effects of taxes on capital gains, Professor 
Seltzer recognizes clearly the role of the ex- 
emption of capital gains at death and the 
realization criterion rather than the tax per 
se. Distinguishing between the deterrent 
effects on realization and on business inia- 
tive and investment, he notes that the prac- 
tical effect of preferential treatment has 
been to offer a special stimulus to all ven- 
tures whose rewards can take the form of 
capital gains. 

In the quantitative sections, Professor 
Seltzer and his assistants have done an ex- 
cellent job of marshalling and interpreting 
an unwieldy mass of complex data, filling 
in the gaps by ingenious methods, and boil- 
ing down the significant conclusions. The 
resulting information on the distribution 
and effects of the capital gains and loss pro- 
visions gives an unusually complete picture 
of a taxpayer group and its behavior. 
While some of the findings merely confirm 
or clarify what was already known or ex- 
pected in a general way, others throw new 
light on institutional developments in rela- 
tion to tax policy. 
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The analysis of the effects of changing 
tax treatment upon federal revenues deals 
with contentions that the capital gains tax 
is an undesirable revenue source because of 
its fluctuating yield, that a uniform low- 
rate tax would cultivate a broader revenue 
base of capital transfers, and that capital 
gains revenue is not worth its administrative 
cost. Professor Seltzer points out that in- 
stability of yield is no longer considered a 
serious defect and is a virtue from the 
standpoint of countercyclical fiscal policy. 
The fluctuating character of capital gains 
revenue is now quantitatively unimportant 
anyway in relation to enlarged total reve- 
nues. The alleged productivity of low-rate 
capital gains taxation is challenged by the 
empirical findings that the amounts of capi- 
tal gains and losses realized depend primarily 
on the trend and level of stock market 
prices rather than the tax rate. Equally 
significant, apparent net revenues from 
special capital gains treatment reflect not 
only the volume of capital transactions but 
also the extent of tax avoidance by this 
route. Moreover, no capital gains rate, 
however low, can compete with a zero rate 
on transfers of gains embodied in wealth 
transferred at death. 

The exclusion of capital gains and losses 
from taxable income would not, in Profes- 
sor Seltzer’s opinion, remove the major ad- 
ministrative and compliance burdens since 
it would enhance the importance of dis- 
tinguishing between capital and ordinary 
transactions. He suggests that if the dim- 
inution of such difficulties were the ob- 
jective, it would be more logical to move 
in the opposite direction, reducing the dif- 
ferential in favor of capital gains. 

The discussion of tax avoidance through 
capital gains presents a revealing picture of 
the technical devices used to transform 
various types of ordinary income into capi- 
tal gains for tax purposes. Some of the 
loopholes discussed have since been more 
effectively closed under the Revenue Act of 
1951 (for example, variations of the col- 
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lapsible corporation and dealers in securi- 
ties), while other types have been further 
enlarged (corporate spin-offs, coal royalties, 
unharvested crops and lump sum termina- 
tion payments under employee profit-shar- 
ing plans). The exposition in this area is 
restricted to obvious types of unintended 
benefits through contrivances designed to 
camouflage ordinary income. This approach 
neglects important aspects of the problem 
since capital gains treatment in a number 
of fields is a matter of deliberate legislative 
policy. Pressure is constantly being exerted 
for legislation to expand and liberalize such 
areas, in lieu of averaging, to confer equal 
treatment with similar groups already en- 
joying preferential treatment, or on other 
grounds. In short, the problem of the legis- 
latively sanctioned capital gain is at least 
equally serious as the “ illegitimate.” 

The survey of foreign experience with 
respect to the tax treatment of capital gains 
and losses reveals two significant charac- 
teristics: (1) the discernible trend in vari- 
ous countries toward modification of the 
previous exclusion of capital gains and losses 
from the taxable income concept, and (2) 
the notably more liberal treatment of capi- 
tal gains of corporations and, in particular, 
gains from sale of business property under 
federal law as compared with the general 
pattern abroad, outside the British Com- 
monwealth. 

Among the competing proposals con- 
sidered are: (1) full annual recognition of 
both accrued and realized gains and losses, 
(2) cumulative averaging of income from 
all sources, (3) taxation of unrealized gains 
and losses embodied in gift or death trans- 
fers, (4) specific averaging devices re- 
stricted to capital gains and losses, including 
optional periodic averaging as proposed by 
Simons, Groves, and others, (5) various 
methods of prorating capital gains and losses 
forward or backward, including capital loss 
carrybacks and carryforwards. Noteworthy 
by their absence are various possible re- 
visions within the present framework, such 
as the segregation of “‘ traders” from ordi- 
nary investors and the taxation of their 


gains as ordinary profit, the modification of 
section 117(j) in order to tax as ordinary 
income profits from sale of business prop. 
erty, the revision of exisi:ng statutory pro 
visions declaring particular types of income 
to be capital gains, lengthening of the hold. 
ing period for long-term gains, and reduc. 
tion of the rate differential between capital 
gains and ordinary income. From the prac. 
tical viewpoint, the emphasis given to aver. 
aging and proration devices may appear in- 
consistent with the expressed view that 
concern over market effects has had a con- 
trolling influence upon the evolution of 
capital gains treatment since these methods 
would result in little, if any, reduction 
from ordinary tax liabilities for many tax- 
payers with large, comparatively stable in- 
comes from varying sources. 

Professor Seltzer’s book is a classic con- 
tribution to our knowledge and understand- 
ing of capital gains taxation. It will be 
read with interest by both opponents and 
proponents of the present system of pref- 
erential treatment. It constitutes an in- 
dispensable source of wisdom and informa- 
tion for those concerned with the future 
development of this aspect of the tax 
structure. 


RICHARD E. SLiTor 
Washington, D. C. 





Revenue and Expenditure of Selected States 
in 1951. By U.S. Bureau OF THE CEN- 
sus (State Finances: 1951, No. 3). 
Washington: March, 1952. Pp. 18+ 
tables. 


The Governments Division of the Census 
Bureau recently completed the major as- 
signment of overhauling its classification 
structure for reporting on state and local 
finances. From this report—the first in the 
fiscal 1951 state finance series containing 
information on both expenditures and rev- 
enues—it is apparent that Allen D. Manvel 
and the staff of the Governments Division 
have done a remarkable job. The extensive 
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revisions unveiled here in summary form 
(complete information will be included in 
the annual Compendium, to be published 
in July) will greatly enhance the useful- 
ness of a series which has always been quite 
valuable. 

The improvements are concentrated in 
the two areas in which the Census reports 
on government finance have been most use- 
ful in the past. First, they have been in- 
valuable in obtaining over-all totals of re- 
ceipts and expenditures for both individual 
governments and all states or all cities over 
25,000, totals which are free from the re- 
porting vagaries and prejudices of particular 
public agencies and officials. Second, they 
have been the best source for information 
on specific sources of revenue and specific 
purposes and programs of expenditure. 

The classification improvements with re- 
spect to over-all totals consist of very great 
strides in extending their inclusiveness. In 
the old system state finances were reported 
on the basis of four distinct segments: 
general government, enterprises, sinking 
funds, and trust funds. The data for the 
segments were not strictly comparable. 
Moreover, they were not additive, in part 
because intragovernmental transactions be- 
tween the segments were included in the 
figures, in part because some figures were 
reported after income and outgo had been 
netted, and in part because a number of 
governmental trust fund operations were 
excluded from all the data. In the new 
classification there are three segments: 
general government, liquor stores, and in- 
surance trust. Data for these segments are 
consistent; they exclude intersegment trans- 
fers and they include previously excluded 
trust fund operations. Thus, when receipts 
and expenditures for the three segments are 
added, and borrowing and debt repayment 
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are considered, the totals represent a com- 
plete statement of all external financial 
transactions of state governments except in- 
vestment operations. Moreover, the receipts 
and disbursements of a number of agencies 
previously considered to be autonomous 
special-purpose units of government are 
now included in the state government 
figures. 


The data for particular sources of rev- 
enue and particular expenditure functions 
are also improved because of the more com- 
prehensive coverage. In addition, the func- 
tional breakdowns for expenditures are both 
more detailed and more usefully aggregated. 
For example, the highway expenditure cate- 
gory includes gross expenditure of toll high- 
way facilities and excludes waterway ex- 
penditures which were formerly included. 
The latter is one element of a new and very 
useful “ nonhighway transportation ” cate- 
gory, which also covers expenditures for 
airports and port and terminal facilities. 
Other valuable new categories are “ housing 
and community redevelopment,” “ natural 
resources,” and “employment security ad- 
ministration.” The public safety and edu- 
cation categories are substantially revised, 
with separate figures provided under educa- 
tion for state institutions of higher educa- 
tion. 


In all, the revision is a delight to the 
researcher interested in almost any aspect of 


public finance. The fact that the new 
classification has been developed in connec- 
tion with preparations for a 1952 Census 
of Governments is all the more reason for 
those connected with public finance to hope 
fervently that Congress will provide funds 
this year for the conduct of the Census. 


D. NETZER 
Federal Reserve Bank of Chicago 
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The Arkansas Tax System—A Compara- 
tive Analysis. By Epwarp W. REEeEp. 
Fayetteville, Arkansas: Bureau of Busi- 
ness and Economic Research, College of 
Business Administration, University of 
Arkansas, December, 1950. Pp. 219. 


This study presents an analysis of the 
Arkansas tax system and a comparison of 
the burden of local and state taxes in Ark- 
ansas with the burden of similar taxes in 
Alabama, Kentucky, Louisiana, Mississippi, 
Oklahoma, Tennessee, and Texas. Taking 
each of the more important taxes in turn, 
Professor Reed describes the tax base and 
tax rate used, problems of administration, 
and the comparative importance of the 
tax as a revenue producer in each state. 

Total state and local taxes are then com- 
bined and expressed in absolute per capita 
terms and as a percentage of per capita in- 
come in the several states during years of 
the 1941-1948 period for which data are 
available. In absolute terms, the per 
capita burden in Arkansas is shown to 
have been lower during 1948 than in any 
of the other states in this group, with the 
possible exception of Alabama; Louisiana 
is ranked first. When the per capita tax 
burden is expressed as a percentage of per 
capita income, Louisiana again ranks first, 
Arkansas next to last, and Texas last. 


1951 Guidebook to California Taxes. By 
RussEtt §S. Bock. Chicago: Commerce 
Clearing House, Inc., 1951. Pp. 255. 
$3.00. 


This book is designed to meet the need of 
businessmen and tax practitioners for a 
quick reference work on California state 
taxes. As such, the major part of the book 
is devoted to a description of the four 
taxes which are of primary concern to 
these groups: the personal income tax; the 
bank and corporation franchise tax (levied 
on net income); the inheritance tax; and 
the gift tax. Assuming that most people 
who are required to deal with California 


taxes have some familiarity with the fed. 
eral tax laws, the author has wheneye 
possible explained these four taxes in terms 
of the comparable federal taxes. Cross. 
reference tables are supplied which permit 
a given provision of one law to be related 
to the comparable provision in the other, 
However, the description of the Californig 
law is readable and, in general terms, is de. 
signed to be complete in itself. Special 
attention is given to subjects peculiar to 
the California law. 

The corporation income tax, sales and 
use taxes, and unemployment insurance tax 
are explained in general terms, and infor. 
mation regarding rates and imposition of 
the tax is given for all of the other taxes 
levied by the state. Local property taxes 
are also discussed in one brief chapter, 
Throughout, the references to California 
and federal law are to the law as it stood 
on December 31, 1950. 


The American University Tax Institute 
Lectures, Vol. 3. Edited by Dr. Fair 
Kart Mann. New York: Matthew 
Bender & Co. Inc., 1951. Pp. 374. 
$10.00. 


This volume contains the papers of nine- 
teen speakers who addressed the fifth an- 
nual meeting of the Institute on Federal 
Taxes. The Institute is sponsored by The 
American University, Washington, D. C. 
Proceedings of two earlier meetings have 
also been published. 

The scope of this last volume is best in- 
dicated by the major topics to which the 
papers are addressed: 1) Conflicts between 
tax law provisions and accounting and 
economic concepts; 2) Taxation of cor- 
porate distributions; 3) Taxation of trusts; 
4) Tax problems in corporate financing; 
§) Taxation of real estate transactions and 
sales of businesses; 6) Taxation of con- 
tracts between employer and employee; 7) 
Fraud in tax matters. With one or two 
exceptions the contributors are attorneys, 
and for the most part their papers deal 
with technical aspects of tax law. 
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NTA NOTES 


SPECIAL AND ANNUAL MEETINGS OF THE ASSOCIATION 


The newly amended by-laws, which ap- 
pear in print for the first time in the Pro- 
ceepINGs of the Dallas Conference, require 
that the notice of the forthcoming annual 
meeting be accompanied by the list of 
nominations by the Nominating Commit- 
tee. At the time this issue of the JouRNAL 
went to press, the Nominating Committee 
had not completed its deliberations. Con- 
sequently, the official notice of the meeting 
will be mailed to all members at least 60 
days before the next conference. 

It may be unofficially predicted at this 
time, however, that the annual meeting will 
be held in the Royal York Hotel, in To- 
ronto, Canada, at 9:00 A.M. on September 


11, 1952. At that time, officers, three 
regular members of the executive commit- 
tee, two honorary members of the commit- 
tee, and any other members required to fill 
vacancies will be elected. 

The official notice of the annual meeting 
will also advise you of a special meeting to 
be held on the opening day of the confer- 
ence. The Nominating Committee that is 
to report a year from now will be selected 
at this meeting, two by appointment and 
three by election. 

We hope that you will be in attendance 
at both meetings and throughout the Con- 
ference with which they are scheduled. 

Ronatp B. WELCH 
Secretary 


FORTY-FIFTH ANNUAL CONFERENCE 


SUMMARY OF PROCEEDINGS 
Monday, September 8 


2:00 to 8:00 P.M. Registration 


Tuesday, September 9 


9:30 to 12:00 M. ‘First General Session 

The Canadian Tax Structure and the Economy 
Major Features of the Canadian Tax Structure— 
Federal, Provincial, and Local 
The Canadian Corporate and Personal Income 
Taxes and the Economy—Rates, exemptions, 
over-all burden, capital gains and losses, deple- 
tion, depreciation policy, why no excess profits 
tax, investment and inflation, etc. 
The Canadian Manufacturers’ Sales Tax and the 
Economy—Rates, administration, avoidance of 
pyramiding, etc. 
General Discussion 


12:15 to 2:00 P.M. First Conference Luncheon 
Speaker to be announced 


2:15 to 5:00 P.M. Three Round Tables 

First Round Table—The Role of the Property Tax 

in State, Provincial, and Local Revenue Systems 
What Should Be the Role of the States and 
Provinces in the Property Tax Field? 
Should the Property Tax Be Limited to a Tax 
on Real Estate? 


Evaluation of Alternative Bases for the Property 
Tax 


General Discussion 


Second Round Table—Comparative Treatment of 
Selected Tax Problems in Canada and the United 
States 
The Personal and Corporate Income Taxes— 
rates, structure, depreciation, depletion, carry- 
back, capital gains and losses, etc. 
Sales and Use Taxes—rates, exemptions, admin- 
istrative problems, manufacturers’ versus retail 
sales taxes, etc. 


Third Round Table—Who Pays the Taxes? 
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7:30 to 10:00 P.M. Second General Session 
In honor of long-time members 


Wednesday, September 10 


9:30 to 12:00 M. Third General Session 

Fiscal Policy in the Cold-War Period 
The Expenditure Problem—emphasis on control 
aspects 
The General Problems of Federal Tax Policy 
Monetary and Public Debt Aspects of the Fiscal 
Program 


General Discussion 


12:15 to 2:00 P.M. Second Conference Luncheon 
Presidential Address 


2:15 to 5:00 P.M. Three Round Tables 
Fourth Round Table—A General Reappraisal of 
Coordination of Tax Systems in Canada and the 
United States 

The Canadian Approach 


The American Approach 


Fifth Round Table—Control of Public Expendi- 
tures—federal, state, and local 

Sixth Round Table—Property Tax Administra- 
tion, Survey of Progress in Administrative Organi- 
zation and Procedures for Assessment and Equali- 
zation 


Thursday, September 11 


9:00 to 9:45 A.M. Fourth General Session 
Business Meeting of the National Tax Association 


10:00 to 12:45 P.M. Fifth General Session and 
Round Table 
Impact of the National Defense Program on State 
and Local Finance 
Impact on State Governments 


Effect of Defense Program on Cities 
Effect of Defense Production on Taxable Prop. 
erty in Municipalities 


General Discussion 


Seventh Round Table—Problems in Taxation of 
Railroads and Public Utilities 
Problems in Evaluation Techniques 


Gross Receipts versus Property Tax 
Types of Taxes Emphasized by Various States 
The Problem of Comparing State Tax Burdens 


1:00 to 2:45 P.M. Third Conference Luncheon 
Speaker to be announced 


3:00 P.M. Sight-Seeing Tour 


7:00 P.M. Conference Banquet 
Speaker to be announced 


Friday, September 12 
9:30 to 12:00 M. Three Round Tables 
Eighth Round Table—Tax Problems of Smull 
Business 
Ninth Round Table—Taxation of Natural Re 
sources 
Tenth Round Table—Problems in Administration 
of State Retail Sales Taxes 





TORONTO CONFERENCE PROGRAM COMMITTEE 


Robert S. Ford, Michigan, Chairman 
Paul Alyea, Alabama 

Wilbur K. Bush, Illinois 

A. Kenneth Eaton, Ontario 

Alan Gornick, Michigan 

Hyrum M. Harris, Utah 

William Kingsley, New Jersey 
Colin Stam, District of Columbia 


TORONTO CONFERENCE ARRANGEMENTS COMMITTEE 


Philip T. Clark, Ontario, Chairman 
(Other members to be announced) 


COMMITTEE ON BANK TAXATION 


Henry F. Long, Massachusetts, Chairman 
Ernest M. Black, Oklahoma 

Alfred G. Buehler, Pennsylvania 

Seth T. Cole, New York 

Paul E. Farrier, Illinois 

Allan J. Goodrich, New York 

John F. Healy, Colorado 

Frank L. King, California 


Walter J. Kress, Pennsylvania 
C. H. Morrissett, Virginia 
Dixwell L. Pierce, California 
A. G. Quaremba, New York 
H. Clyde Reeves, Kentucky 
A. E. Wegner, Wisconsin 


COMMITTEE ON PERSONAL PROPERTY TAXATION 


C. Emory Glander, Ohio, Chairman 
Thomas A. Byrne, Wisconsin 
H. G. Chase, Illinois 

Edward A. Cole, Ohio 

J. W. Hartman, California 
Rolland F. Hatfield, Minnesota 
Aldro Jenks, Connecticut 
Thos. P. Kearns, Ohio 

Joseph S. Martel, New York 
Eugene L. Maynard, Illinois 
William Miller, New Jersey 
H. Clyde Reeves, Kentucky 
William Schmelzle, California 
John H. Schneider, Illinois 

L. Edwin Smart, Ohio 
Stanley Ward, Texas 
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COMMITTEE OF SIXTEEN 


Seth T. Cole, New York, Chairman 
Spencer E. Bates, New York 

Roy Blough, District of Columbia 
William G. Bonelli, California 

J. Keith Butters, Massachusetts 
John L. Connolly, Minnesota 

Alan L. Gornick, Michigan 

Arthur R. Kaiser, Illinois 

Simeon E. Leland, Illinois 

Joseph S. Martel, New York 

A. G. Quaremba, New York 

H. Clyde Reeves, Kentucky 


Jacob S. Seidman, New York 

W. A. Sutherland, District of Columbia 
Clarence Turner, Pennsylvania 

Walter W. Walsh, New York 


SUBCOMMITTEE ON MEMBERSHIP 


Kenneth W. Gemmill, Pennsylvania, Chairman 
Mortimer Kassell, New York 

H. Clyde Reeves, Kentucky 

J. L. Reuther, Missouri 

G. Howard Spaeth, Minnesota 

R. H. Waterman, Texas 

Ronald B. Welch, California 


NEW MEMBERS 


ALABAMA 


Mr. WM. H. ARMBRECHT, Jr. 

P. O. Box 1109, Mobile 
Mr. Jack CRENSHAW 

First National Bank Building, Montgomery 
Mr. J. A. STEPHENS 

Assistant Commissioner of Revenue 

State Department of Revenue 
Capitol Building, Montgomery 2 


ARKANSAS 


Mr. JoHN W. Caupit1, Tax Attorney 
P. O. Box 548, Blytheville 


CALIFORNIA 


MR. James J. Arpitro, Lawyer 
Waters, Arditto & Waters 
727 West Seventh Street, Los Angeles 17 
Mr. Lestie E. CARBERT 
Department of Economics 
University of California, Berkeley 4 
Mr. Wittiam H. HIcKMAN 
2916 24th Street, Sacramento 
Dr. New H. Jacosy, Dean 
School of Business Administration 
University of California, Los Angeles 24 
Mr. S. L. McLean, Tax Supervisor 
Columbia Steel Company 
235 Montgomery Street, San Francisco 
Mr. A. ALAN Post, Legislative Auditor 
State of California 
Room 306, State Capitol, Sacramento 
Mr. J. D. Strauss, Principal Deputy 
Legislative Counsel, State of California 
1100 N Street, Sacramento 14 


COLORADO 


Mr. Hartan B. MILLER, Assistant to the Dean 
Community College 


University of Denver, Denver 2 


CONNECTICUT 


Mr. R. W. Brown, Assistant Treasurer 
The Seymour Manufacturing Company, Seymour 
Mr. WiLtiaM SMITH HIRSCHBERG 
Smith Building, Greenwich 
Mr. A. L. MENDILLO, Deputy Tax Commissioner 
Tax Department, State of Connecticut 
470 Capitol Building, Hartford 15 


DISTRICT OF COLUMBIA 


Joet Bartow, Esquire 
Covington & Burling 
701 Union Trust Building, Washington 5 
Mr. NorMan D. Cann 
Cann and Long 
1100 Bowen Building, Washington 5 
Mr. WituiaM J. DuIKer 
American Security Building, Washington 
Mr. T. PauL FREELAND 
1625 K Street, N. W., Washington 6 
Miss Grace T. GUNN 
Joint Committee on Internal Revenue Taxation 
Room 1011, New House Office Building 
Washington 25 
Mr. J. Marvin HayNes 
Haynes & Millers 
928 Investment Building, Washington 5 
Joint COMMITTEE ON THE Economic REPORT 
Congress of the U. S., Washington 25 
Mr. VERNON C. KOHLHAAS 
Pierson and Ball 
1007 Ring Building, Washington 6 
Mr. Kart D. Loos 
Pope, Ballard & Loos 
Munsey Building, Washington 4 
Mr. Witi1aM P. McCLure 
McClure & Updike 
626 Washington Building, Washington 5 
Mr. CHarLEs B. McINNIs 
Roberts & McInnis 
DeSales Building, Washington 6 
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Mr. Frep S. MARTIN, Assistant Commissioner 
Bureau of Internal Revenue 
Room 3010, Internal Revenue Building 
Washington 25 
Mr. Jo. V. Morcan, Member Sole, Board of Tax Ap- 
peals for the District of Columbia 
Room 209, District Building, Washington 4 


FLORIDA 


Mr. ALEc BAKER 

919-920 First National Bank Building, Miami 
Mr. WiLiiaM R. FRAZIER 

412 Atlantic Bank Building, Jacksonville 
Mr. R. E. WATERMAN, Director 

Sales Tax Division 

Comptroller’s Office, State Capitol 
Tallahassee 


GEORGIA 


Mr. WINSTON S. ALLEN 
Greenville 
Mr. Racpu J. Bartout, Tax Manager 
Southern Territory 
Sears, Roebuck & Co. 
675 Ponce de Leon Ave., Atlanta 
Mr. JosePpH B. BRENNAN 
Sutherland, Tuttle & Brennan 
1§16 First National Bank Building, Atlanta 
Mr. Ancus M. Horrar, C. P. A. and Attorney 
782 Wildwood Road N. E., Atlanta 
Mr. James A. Jacoss, General Tax Supervisor 
Southern Bell Telephone & Telegraph Co. 
P. O. Box 2211, Atlanta 
Mr. P. E. O'BRIEN 
Tax Dept., The Coca Cola Company 
P. O. Drawer 1734, Atlanta 
Mr. CUBBEDGE SNow, Attorney 
Martin, Snow & Grant 
503 First National Bank Building, Macon 


ILLINOIS 


Mr. EuGENE BERNSTEIN, Attorney 
77 Washington Street, Room 1204, Chicago 2 
Mr. Jackson L. BOUGHNER 
710 Kenilworth Road, Palatine 
Mr. Appis E. Hutt, III 
Johnston, Thompson, Raymond & Mayer 
11 South La Salle St., Chicago 3 
Mr. Fioyp Epwin KENNEY, General Tax Agent 
Merchants Dispatch Transportation Co. 
Northern Refrigerator Line, Inc. 
600 South Michigan Ave., Chicago 5 
Mr. LEonarp B, LipPpMAN 
General American Transportation Corporation 
135 South La Salle St., Chicago 
Mr. JoHN S. PENNISH 
Room 1630 
7 South Dearborn St., Chicago 


Mr. JuLian O. PHELPs 
Lybrand, Ross Bros. & Montgomery 
231 South La Salle St., Chicago 4 
Mr. BowEN E. SCHUMACHER, Attorney 
Schumacher, Gilmore, Van Ness & Stern 
Room 1522 
38 South Dearborn Street, Chicago 3 
Mr. Lewis SPENCER 
Motorola, Inc. 
4545 West Augusta Blvd., Chicago §1 
Mr. M. J. SPORRER 
Arthur Andersen & Co. 
120 South La Salle St., Chicago 3 
Mr. E. M. Stapp, Jr., Manager 
Illinois Oil Company 
Box 211, Lawrenceville 





INDIANA 


Mr. Roy T. Comss, Auditor 
Marion County 
245 West 38th St., Indianapolis 
Mr. LEsTEeR B. STRICKLER 
$20 North Fess St., Bloomington 
Mr. BERNARD M. TETEK, Attorney 
504 Broadway, Gary 


KANSAS 


Mr. Epwarp L. HENRY 
Department of Economics 
Mount St. Scholastica College, Atchison 
Mr. Bert E. MitcHNer, Director of Revenue 
State of Kansas 
State House, Topeka 
Mr. Pau E. THOoRNBRUGH, Chief 
Ad Valorem Tax Dept. 
State House, Topeka 
Mr. Barrett WILSON, Secretary 
Commission of Revenue & Taxation 
State House, Topeka 


KENTUCKY 


Mr. Rospert H. ALLPHIN, Director 
Income Tax Division 
Department of Revenue, Frankfort 
Mr. RicHarp LEwis MACKAY 
221 Glendale Ave., Lexington 
Mr. JOHN SHANNON, Research Assistant 
University of Kentucky 
509 Brewer Drive, Lexington 
Mr. Ernest Woopwarp, II 
Woodward, Hobson & Fulton 
1805 Kentucky Home Life Building, Louisville 2 
Mr. ADDISON YEAMAN 
Brown & Williamson Tobacco Corp. 
1600 West Hill St., Louisville 


LOUISIANA 


Mr. GeorceE DENEGRE 
847 National Bank of Commerce Building 
New Orleans 
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Mr. RussELL NEwTon, Tax Representative 
United Gas Pipe Line Company 
P. O. Box 1407, Shreveport 
Mr. Leo J. SeBAsTIAN, General Manager 
Slattery Company 
Slattery Building, Shreveport 


MARYLAND 


Mr. Morton P. FIsHER 
Fisher and Maguire 
47-48 Central Savings Bank Building 
Baltimore 2 
Mr. Harry J. GREEN 
Suite 1635 
10 Light Street, Baltimore 2 


MASSACHUSETTS 


Mr, Ratpo Harr FisHer, Economist 
Harvard University 
RF.D. 2, Concord 
Mr. Eart JOHNSON, Attorney 
Nutter, McClennan & Fish 
75 Federal Street, Boston 
Mr. JosepH F. Turvey, Asst. Secy. 
Boston Municipal Research Bureau 
25 Pemberton Square, Boston 8 


MICHIGAN 


Mr. Morris M. BERMAN, C.P.A., Senior Partner 
Berman, Weisbard & Hirsch 
1208 Grand Rapids National Bank Building 
Grand Rapids 2 
Mr. ADRIAN DE Boom 
State Representative 
P. O. Box 21, Owosso 
Mr. Russert A, McNair, Attorney 
Voorhies, Long, Ryan and McNair 
2046 Penobscot Building, Detroit 26 
Mr. N. J. Rini, Attorney 
Detroit Board of Commerce 
320 West Lafayette, Detroit, 26 
Mk. J. P. STAPCHINSKAS, Manager 
State & Local Tax Dept. 
Office of General Counsel, Ford Motor Co. 
3000 Schaefer Rd., Dearborn 


MINNESOTA 
Mr. Frep J. Baker, Asst. Director 
Income Tax Division 
Department of Taxation 
213 State Office Building, St. Paul 1 
HaMLINE UNiversity LiBRary 
A. C. Lagergren, Librarian 
Hamline University, St. Paul 4 
Mr. Cuarres P. STONE 
Department of Taxation 
209 State Office Building, St. Paul 1 


MISSISSIPPI 


Mr. M. M. Roserts, Hattiesburg 
Mr. BERNARD LEONARD TIGHE 
Tighe & Barksdale 
416 Plaza Building, Jackson 
Mr. H. Watkins 
Watkins, Edwards and Ludlam 
Box 427, Jackson 


MISSOURI 


Mr. W. R. Evans, Land & Tax Commissioner 
St. Louis-San Francisco Railway Co. 
$03 Frisco Building, St. Louis 
Mr. MERLIN A. MutTH, C.P.A. 
Price, Waterhouse & Co. 
1221 Locust Street, St. Louis 3 


NEBRASKA 


Mr. K. R. Borer, Tax Representative 
Northern Natural Gas Company, Omaha 
Mr. Laurens WILLIAMS 
Young, Williams & Holm 
624 Omaha National Bank Building, Omaha 2 


NEVADA 


Mr. Cuiirrorp A. JONES 
Jones, Wiener & Jones 
Friedman Building, Las Vegas 


NEW JERSEY 


Mr. Howarp R. BurpEAu 

177 Weequahic Ave., Newark 8 
Mr. Jay M. LeEvENSON 

400 38th St., Union City 


NEW YORK 


Mr. Georce H. Brown, Counsellor at Law 
Mendes & Mount 
27 William St., New York 5 
Mr. JoHN J. DaLton, Supervisor 
State Tax Section 
Union Carbide and Carbon Corporation 
30 East 42d Street, New York 17 
Mr. WitiiaM I. HERMAN 
144-14 77th Road, Flushing 67 
Mr. WintHrop E. Heyer, Asst. Treasurer 
Ritter Company, Inc. 
Ritter Park, Rochester 3 
Mr. Water S. Hotes, Jr., Asst. Director 
Tax Department 
Radio Corporation of America 
30 Rockefeller Plaza, New York 
Mr. Francis H. Horan, Attorney 
Liggett & Meyers Tobacco Co. 
630 Fifth Avenue, New York 20 
Mr. ARTHUR HusToNn 
Perkins, Daniels & Perkins 
30 Rockefeller Plaza, New York 20 
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Mr. EpMonp D. KELLy, Attorney 
48 Wall Street, New York 15 
Mr. Georce J. LEonarp, Tax Manager 
Bigelow-Sanford Carpet Company, Inc. 
140 Madison Ave., New York 16 
Mr. MartTIN M. Lore, Attorney and C.P.A. 
‘ 107 William Street, New York 38 
Mr. AtFrep G. McCausLanp, Asst. Manager 
Tax Dept., Socony-Vacuum Oil Co., Inc. 
26 Broadway, New York 4 
Mr. Epcar W. Martin, Director of Research 
Division of the Budget 
State Capitol, Albany 
Mr. PETER MILLER 
270 First Avenue, New York 
Mr. AHMED J. MorsHIDY 
Cornell University 
216 Warren Hall, Ithaca 
Mr. Paut B. Murray, Treasurer 
Murray Mfg. Corporation 
1250 Atlantic Ave., Brooklyn 16 
Mr. Jackson R. E. PHILuips 
$552 Netherland Avenue, Apt. 1-A 
Riverdale 71 
Mr. THomMaAs C. PowDEN-WARDLAW 
Becker, Plowden-Wardlaw & Leamy 
198 Main Street, Oneonta 
Mr. JEssE SAFIR 
Safir & Kahn 
$21 Fifth Avenue, New York 
Mr. Harry SILVERSON 
Silverson & Allison 
15 Broad Street, New York 
Mr. H. BoaRDMAN SPALDING 
Kelsey, Wadrop & Spalding 
55 Liberty Street, New York 5 
Mr. CHARLES E, SULLIVAN, Tax Supervisor 
Universal Atlas Cement Company 
100 Park Ave., New York 17 
Mr. Patrick H. SULLIVAN 
Whitman, Ransom, Coulson & Goetz 
40 Wall Street, New York 
Mr. RAYMOND FRANCIS VALENTI, Head 
Department of Business Administration 
Paul Smith’s College 
17 Shepard Ave., Saranac Lake 
Mr. NATHANIEL T. WINTHROP 
20 Exchange Place, New York 5 
Mr. Harry J. WRIGHT, Manager 
Tax Dept., United Paramount Theaters, Inc. 
Room 1307, 1501 Broadway, New York 18 


OHIO 
Mr. Otis F. BRUNNER, C.P.A. 
Pickands Mather & Co. 
2000 Union Commerce Building, Cleveland 14 
Mr. FRANK M. CAMPBELL, Tax Manager 
Owens-Illinois Glass Co., Toledo 


Mr. Frank M. Copourn, Attorney 
Cobourn, Notnagel, Smith & Moran 
707 Toledo Trust Building, Toledo 4 
Mr. R. D. Francis, Manager 
Tax Division 
The Proctor & Gamble Co. 
6th & Main Streets, Cincinnati 
Mr. Ernest B. GRAHAM, Attorney 
Graham, Graham, Hollingsworth, 
Gottleb & Johnston 
Citizens National Bank Building, Zanesville 
Mr. Marc J. GrossMAN, Attorney at Law 
Grossman, Schlesinger and Carter 
1702 N. B. C. Building, Cleveland 14 
Mr. Epwin G. HALTER 
1717 Union Commerce Building, Cleveland 
Mr. CLARENCE D. Lay iin, Lawyer 
Eagleson & Laylin 
16 East Broad Street, Columbus 15 
Mr. ARTHUR D. Lynn, Jr. 
Ohio State University 
Room 349, Hagerty Hall 
Columbus 10 
Mr. JoHN W. Peck, Tax Commissioner 
State of Ohio 
State Office Building, Columbus 15 
Mr. M. R. ScHLESINGER, Attorney at Law 
Grossman, Schlesinger and Carter 
1702 N. B. C. Building, Cleveland 14 


OKLAHOMA 
Mr. L. W. BENNETT, Treasurer 
Sunray Oil Corporation 
18th Floor, First National Bank Building 
Tulsa 2 
Mr. J. A. Dickey 
Auditor-Taxes 
Peppers Refining Company 
P. O. Box 1713, Oklahoma City 
Mr. JoHN H. HA. ey, Jr., Attorney 
Halley, Everest, Halley & Spraldling 
117 North Harvey, Oklahoma City 
Mr. R. D. Hirsorn, Auditor 
Jones & Laukhlin Supply Company 
Drawer 2481, Tulsa 
Mr. VINCENT M. KELLY 
901 Mid-Continent Petroleum Building, Tulsa 
Mr. Ernest M. LAMPARTER, Tax Attorney 
Cities Service Gas Company, Oklahoma City 1 
Mr. Cracin A. SMITH, Assessor 
Oklahoma County 
101 County Building, Oklahoma City. 
UNIVERSITY OF TuLsa, Tulsa 4 


OREGON 


Mr. Forrest E. Cooper, Attorney 
Box 750, Lakeview 
Mr. Rospert D. MacLean, Commissioner 
Assessment & Taxation Division 
State Tax Commission 
State Office Building, Salem 
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Mr. ALLAN A. SMITH 
Laing, Gray & Smith A 
1504 Public Service Building, Portland 4 


PENNSYLVANIA 


Mr. Harotp L. Attsorr, Chief 
Tax Section 
Jones & Laughlin Steel Corp. 
Third Ave. & Ross Street, Pittsburgh 
Mr. Davin H. BELT, Tax Supervisor 
The Lake Terminal Railroad Company 
2515 Grant Building, Pittsburgh 19 
Mr. HERMAN M. Buck 
Ray, Coldren & Buck 
607 Fayette T. & T. Building, Uniontown 
Mr. Epwarp GOLDBERG, Attorney at Law 
1806 Law & Finance Building, Pittsburgh 19 
Mr. GEORGE GREENING 
Lafayette College, Easton 
Mr. ALFRED HOFFSOMMER 
The Lehigh Coal and Navigation Co. 
Fidelity-Philadelphia Trust Building 
Philadelphia 9 
Mr. F. W. JunG 
315 Berks County Trust Co. Building, Reading 
Mr. J. RayMonD LYNCH 
Land Title Building, Philadelphia 
Mr. Ropert G. MAcALISTER 
700 Jones Law Building, Pittsburgh 19 
Mr. J. Cyrm McGarricie, C.P.A. 
Mathieson, Aitken & Co. 
112 South 16th Street, Philadelphia 2 
Mr. Jon M. McHa ce, Director 
Corporation Tax Bureau 
Department of Auditor General 
Commonwealth of Pennsylvania 
224 Finance Building, Harrisburg 
Mr. Maurice J. MAHONEY, Secretary & Counsel 
Copperweld Steel Company, Glassport 
Mr. Harry S. MEsirov, Attorney at Law 
1618 Packard Building, Philadelphia 2 
Mr. CHarLEs P. O’MALLEY 
O'Malley, Harris, Harris & Warren 
700 Scranton Electric Building, Scranton 
Mr. Wit1aM R. WINN 
Williamsport National Bank Building, Williamsport 
Mr. Harry V. Younc 
Preston and Company 
218 South Fourth St., Philadelphia 6 


RHODE ISLAND 


Mr. Frep M. LancTon, Tax Administrator 
State of Rhode Island 
Room 119, State House, Providence 


TENNESSEE 
MR. R. G. ALLIson, Director of Budget 
State of Tennessee 
State Capitol, Nashville 


NOTES 


Mr. J. M. Dickinson, Asst. Commissioner 
Finance & Taxation 
105 War Memorial Building, Nashville 


TEXAS 


Mr. W. Leo Austin, Tax Attorney 
Atlantic Refining Company 
P. O. Box 2819, Dallas 1 
Mr. Berry BRowNn 
Berry Brown & Company 
Box 756, Wichita Falls 
Mr. Maynarp W. Buttock, Tax Representative 
Transcontinental Gas Pipe Line Corporation 
3100 Travis Street, Houston 
Mr. R. B. CANNON 
Weeks, Bird, Cannon & Appleman 
909-13 Sinclair Building, Fort Worth 
Mr. RicHarp F. Capin, Tax Accountant 
Miami Operating Company, Inc. 
713 Alexander Building, Abilene 
Mr. Hussarp S. CavEN 
Texas Gulf Sulphur Co., Houston 
Mr. A. L. Crark, Asst. Tax Comr. 
Texas & Pacific Railway Company—NMissouri 
Pacific Lines 
709 Texas & Pacific Building, Dallas 
Mr. Frank R. Conno ty, Editor 
Texas Tax Journal 
313 Littlefield Building, Austin 
Mr. A. STINSON Coopy, Jr. 
P. O. Box 1643, Houston 
Mr. O. P. Correy, Head 
Tax Department 
American Liberty Oil Company 
P. O. Box 8105, Dallas 5 
Mr. J. G. Corn, Asst. General Auditor 
Texas & Pacific Railway Company 
$02 Texas & Pacific Building, Dallas 2 
Mr. WENTtTWworRTH T. DurANT 
Callahan & Durant 
601 Mercantile Securities Building, Dallas 
Mr. BEEMAN FIsHER, Vice-Pres. 
Texas Electric Service Company, Fort Worth 
Mr. CHaARLEs O. GALVIN 
Leachman, Matthews & Gardere 
505 Republic Bank Building, Dallas 
Mr. J. H. Garp, Tax Representative 
Western Union Telegraph Co. 
2021% Main Street, Dallas 1 
Mr. Ben GENTLE, Dallas County Tax Assessor- 
Collector 
Dallas County Court House, Dallas 
Mr. JoHN N. Jackson 
Coke and Coke 
First National Bank Building, Dallas 
Mr. K. B. Kirk, Attorney 
P. O. Box 1212, Houston 
Mr. Hossy H. McCarr 
McCall, Parkhurst & Crowe 
1501 Mercantile Securities Building, Dallas 
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Mr. A. A. MARTEL 
1104 East Alabama, Houston 
Mr. RussELL MmppLeToN, Comptroller 
Texas Textile Mills 
2111 North Akard St., Dallas 1 
Mr. Gites E. Miter, President 
Texas Textile Mills 
2111 North Akard St., Dallas 1 
Mr. Davin R. MILTON 
Southern Methodist University 
School of Law 
6410 Airline Road, Dallas 5 
Mr. Max Murpny, Tax Assessor & Collector 
Wichita Falls 
Mr. RatrH R. NeEwrTon, Jr. 
Transcontinental Gas Pipe Line Corporation 
P. O. Box 296, Houston 1 
Mr. Frep H. PENNINGTON, Jr. 
Peat, Marwick, Mitchell and Company 
626 North Windomere, Dallas 
Mr. Purp S. Rosira 
Ad Valorem Tax Dept. 
Transcontinental Gas Pipe Line Corporation 
3100 Travis Street, Houston 6 
Mr. CLARENCE E, SAMPLE, Vice-Pres. & Trust Officer 
Mercantile National Bank at Dallas 
Mr. THomas O. SHELTON, Jr. 
Leachman, Matthews & Gardere 
505 Republic Bank Building, Dallas 
Mr. Carey C. THOMPSON 
Department of Economics 
University of Texas, Austin 12 
Mr. Ben D. Wriiuis 
Lone Star Gas Company 
1915 Wood Street, Dallas 


UTAH 


Mr. Don W. Cox, Internal Revenue Agent 
$63 East 8th St. South, Salt Lake City 





VIRGINIA 


Mr. W. V. ARNOLD, Assistant to Comptroller 
The Virginia Railway Company 
Terminal Building, Main Street, Norfolk 
Mr. L. C. SHRADER 
Virginia Bridge Company, Roanoke 
Mr. Cart F, WEHRWEIN, Economist 
Dairy Branch 
Office of Price Stabilization 
4250 North 25th Street, Arlington 7 


WASHINGTON 


Mr. WirriaM R. EpDLEMAN 
Eddleman and Wheeler 
1303 J. Vance Building, Seattle 
Mr. Georce F. KACHLEIN, Jr. 
Bogle, Bogle & Gates 
603 Central Building, Seattle 4 
Mr. Ernest W. Ranpa, Acting Assistant Professor 
of Economics 
University of Washington 
4532 9th Ave., N/E, Seattle 5 


WEST VIRGINIA 


Mr. Woop Bou pin, Jr. 
Spilman, Thomas & Battle 
P. O. Box 273, Charleston 


WISCONSIN 


Miss ROsALicE BERNSTEIN 

419 Sterling Court, Madison 
Mr. Leo C. DUERSTEN 

Duersten & Lipton 

225 E. Michigan St., Milwaukee 2 

Mr. H. C. HirscHBoEck 

405 East Montclair Ave., Milwaukee 11 
Mr. KENNETH K. Luce 

Allis-Chalmers Mfg. Co., Milwaukee 1 
Mr. Erttnc O. NAESETH 

1949 Schlimgen Avenue, Madison 4 








